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SUITABILITY,  DIRECTION  AND  FUNDING  OF 
FEDERAL  ECONOMIC  DEVELOPMENT  ASSIST- 
ANCE PROGRAMS  FOR  SMALL,  TIMBER-DE- 
PENDENT COMMUNITIES  IN  THE  NORTHWEST 


WEDNESDAY,  DECEMBER  15,  1993 

House  of  Representatives, 
Subcommittee  on  Regulation,  Business 

Opportunities,  and  Technology, 

Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  Cheatham 
Hall,  the  World  Forestry  Center,  4033  S.W.  Canyon  Road,  Portland, 
Oregon,  Hon.  Ron  Wyden,  (chairman  of  the  subcommittee)  presid- 
ing. 

Chairman  Wyden.  Good  morning,  ladies  and  gentlemen.  The 
Subcommittee  on  Regulation,  Business  Opportunities  and  Technol- 
ogy is  convened  today  to  examine  plans  and  proposals  by  Federal 
agencies  to  bring  economic  assistance  to  workers  and  businesses 
and  communities  in  parts  of  the  Pacific  Northwest  which  are  de- 
pendent on  Federal  timber  harvests. 

This  is  a  vital  congressional  oversight  task.  This  subcommittee 
has  statutory  jurisdiction  over  the  flow  of  business  administration, 
which  is  a  key  role  to  play  in  this  task,  and  the  Chair  would  just 
like  to  point  out  that  we  have  been  asked  by  a  number  of  forest 
industry  association  leaders  and  communities  to  convene  this  con- 
gressional oversight  hearing. 

Our  region,  traditionally  the  heartwood  of  the  Nation's  public 
timber  base,  is  going  through  an  extraordinarily  difficult  economic 
transition,  perhaps  the  toughest  since  the  Great  Depression.  The 
region's  major  cities,  like  Seattle  and  Portland,  have  diversified 
economies  and  have  built  some  defenses  against  the  shocks  that 
are  now  reverberated  through  rural  Oregon  and  Washington. 

But  away  from  the  cities,  out  in  the  woods  where  one-  and  two- 
mill  towns  have  been  dependent  for  generations  on  ever  increasing 
cuts  of  the  local  National  Forest  timber  base,  there  is  unemploy- 
ment, there  is  recession,  and  there  is  fear. 

As  never  before,  residents  of  these  communities  and  their  politi- 
cal leaders  are  struggling  with  a  future  that  signals  uncertainty 
about  family  wage  jobs  and  the  towns  they  support.  The  Pacific 
Northwest,  for  the  sake  of  our  families  and  our  towns,  must 
squeeze  more  jobs  out  of  every  log  that  is  harvested  in  the  days 
ahead. 

(1) 


For  too  long  I  believe  we  have  tended  to  describe  this  region's  re- 
source-related economy  as  being  only  as  strong  as  the  last  tree  that 
is  felled.  We  have  failed  to  give  enough  credit  to  the  inventiveness 
of  our  wood  products  technology  laboratories.  We  have  failed  to  un- 
derstand and  utilize  our  cooperative  ability  to  market  the  Nation's 
wood  products  globally.  We  have  neglected  nontimber  economic 
values  in  the  regional  forests. 

Finally,  we  have  undervalued  the  tremendous  training,  experi- 
ence and  competitiveness  of  the  residents  and  workers  of  small 
timber-dependent  communities. 

It  is  fair  to  draw  parallels  with  cities  and  towns  in  other  parts  of 
the  Nation  which  were  once  dependent  on  military  bases  and  de- 
fense contracting  for  work  and  wealth.  Like  the  emergence  of  envi- 
ronmental protection  regulation  impacting  timber  harvests,  the 
end  of  the  Cold  War  is  reducing,  fortunately,  the  military  budget 
and  virtually  all  of  the  jobs  tied  to  it. 

In  the  wake  of  these  changes,  proud,  highly  trained  and  strongly 
motivated  workers  and  their  families  are,  in  fact,  being  left  in  the 
lurch.  The  Federal  Government,  chiefly  responsible  for  these  mas- 
sive job  displacements,  has  an  equally  important  responsibility  to 
help  workers  and  their  families  and  the  communities  find  new  and 
productive  futures. 

Acknowledging  that  there  is  a  very  large  task  ahead,  the  Clinton 
administration  has  pledged  total  economic  assistance  to  our  region 
of  $1.2  billion.  Over  the  next  year,  Oregon  and  Washington  can 
expect  Federal  funding  of  about  $200  million.  At  the  same  time, 
the  administration  has  said  that  it  does  not  intend  to  create  special 
programs  or  a  new  special  bureaucracy  to  deal  with  economic  prob- 
lems in  distressed  communities. 

The  emphasis,  in  fact,  will  be  on  making  existing  Federal  pro- 
grams work  better.  This  fall,  an  11-department  Federal  Task  Force 
began  working  to  consolidate  and  streamline  efforts  by  dozens  of 
Federal  agencies  and  offices  that  have  focused  on  these  issues. 

Within  this  broader  effort,  two  agencies  specifically  designed  to 
assist  small  rural  business  are  of  special  concern  to  this  subcom- 
mittee. They  are  the  Small  Business  Administration  and  the  Rural 
Development  Administration.  These  two  agencies  underwrite  bil- 
lions of  dollars  per  year  in  federally-guaranteed  loans. 

With  capital  at  a  premium  in  many  of  our  communities,  with 
private  lenders  anxious  about  the  role  of  investing  in  our  small 
towns,  these  Federal  agencies  must  play  a  larger  role  in  helping  ex- 
isting businesses  retool  and  new  businesses  emerge. 

But  the  history  of  these  Federal  lending  programs  in  small  town 
Oregon  and  Washington  is  less  than  encouraging.  For  example,  the 
Rural  Development  Administration's  principal  lending  program, 
the  Business  and  Industry  Guaranteed  Loan  Program,  has  made 
few,  if  any  loans  in  rural  Oregon  over  the  last  decade. 

This  agency,  the  RDA,  blames  the  private  lenders.  The  private 
lenders  say  it's  the  RDA's  fault.  The  bottom  line  is  that  a  promis- 
ing program  has  produced  few  positive  effects  and  we  must  do 
better. 

This  subcommittee  is  pleased  today  to  have  representatives  of 
both  the  Small  Business  Administration  and  the  Rural  Develop- 
ment Administration,  along  with  the  White  House  point  man  on 


timber  community  economic  development,  Tom  Tuchmann,  here 
today  to  talk  about  how  to  get  more  intensive  capital  investment  in 
rural  communities.  It  seems  that  a  major  point  of  our  discussion 
ought  to  be  how  to  get  the  Federal  guarantee  programs  to  work 
better  for  those  in  the  Northwest. 

I  am  absolutely  convinced  that  many  primary  product  plants  in 
this  region  can,  in  fact,  be  retooled  for  higher  value-added  and  jobs- 
producing  activity.  But  beyond  plant  modernization,  the  Federal 
Government  has  to  look  to  proven  community  economic  recovery 
efforts  that  are  led  by  a  variety  of  individual  organizations  and  coa- 
litions throughout  the  region.  Preserving  the  economic  viability  of 
these  towns  is  going  to  take  creativity,  cooperation  and  consensus. 

We  know  that  there  are  a  number  of  new  ideas  that  work,  such 
as  community  development  banking,  manufacturing  networks,  and 
jobs-creating  environmental  restoration  projects.  We  will  be  look- 
ing specifically  at  those  kinds  of  initiatives  today. 

We  intend  to  hear  from  a  number  of  witnesses  who  can  talk 
about  these  and  other  programs  and  describe  their  work  from  the 
ground  level.  The  solution  to  these  economic  problems,  which  are 
tough  and  were  years  in  the  making,  are  going  to  require  more 
than  just  sending  pots  of  money  from  Washington,  DC. 

What  we  must  do  is  build  a  new  road  to  economic  opportunity  in 
timber-dependent  communities  and  building  this  road  requires  that 
we  use  all  of  our  resources  and  all  of  the  ingenuity  to  the  task 
ahead. 

I  am  especially  pleased  that  joining  the  subcommittee  today  is 
my  good  friend  and  colleague,  Congresswoman  Furse,  who  feels, 
like  I  do,  that  we  have  to  wring  more  value  out  of  every  log  that  is 
harvested  in  the  Pacific  Northwest.  She  is  a  rookie  in  the  Congress, 
who,  I  like  to  say,  plays  like  a  veteran  and  we  are  very  happy  to 
have  her  with  us. 

Her  schedule  is  short  and  let  me  recognize  her  for  any  comments 
she  would  like  to  make  now. 

[Chairman  Wyden's  statement  may  be  found  in  the  appendix.] 

Ms.  Furse.  Thank  you  very  much,  Mr.  Chairman.  I  would  like  to 
particularly  applaud  you  and  the  subcommittee  for  the  interest  you 
have  shown  in  bringing  this  type  of  hearing  here  to  the  region.  It  is 
obviously  of  the  utmost  importance  to  the  constituents  of  the  1st 
and  3rd  Districts,  how  we  do,  in  fact,  rebuild  our  communities,  this 
transition  from  what  has  been  dependent  in  one  area  to  what  we 
look  for  in  the  future. 

Your  work,  Mr.  Chairman,  has  been  unflagging  in  looking  for 
ways  that  we  can  rebuild  our  communities.  I  think  it  is  absolutely 
appropriate  that  we  have  this  hearing  here.  This  is  where  elected 
officials  need  to  be  listening  to  the  local  residents  who  have  the  an- 
swers, who  know  what  needs  to  be  done  and  how  we  can  best  use 
those  answers  and  shape  the  Federal  assistance  programs  to  meet 
the  vision,  the  vision  that  you  have  for  our  future. 

The  $1.2  billion  Federal  economic  assistance  package  promised  to 
the  Northwest  does  give  us  this  invaluable  opportunity  to  create 
new  economies,  but  also  to  rebuild  on  the  economies  that  we  al- 
ready have.  As  you,  Mr.  Chairman,  have  pointed  out,  we  need  to  be 
creative.  We  need  to  be  innovative  and  look  at  new  economic  devel- 


opment  initiatives  and  take  advantage  of  our  rich  resources  and 
our  rich  both  natural  and  human  resources. 

For  example,  by  developing  a  value-added  wood  products  indus- 
try, we  can  take  the  most  out  of  each  piece  of  wood.  We  can  maxi- 
mize the  jobs  and  the  economic  value.  So  rather  than  exporting 
those  logs  to  the  foreign  nations,  who  then  get  the  value-added,  we, 
in  fact,  get  the  benefit  of  that  value-added. 

There  is  another  very  promising  area,  I  believe,  in  retraining, 
and  that  is  to  help  restore  our  region's  watersheds.  The  Northwest 
timber  workers  are  the  experts  in  the  woods.  They  understand  the 
woods.  They  have  worked  in  them  for  many  years  and  they  are 
ideal  candidates  to  receive  jobs  in  restoration.  Restoration  is  abso- 
lutely essential  if  we  are  going  to  restore  our  great  salmon  runs. 

Even  in  the  present  beleaguered  State,  the  salmon  industry  pro- 
vides a  $1  billion  economic  benefit  to  the  region.  Imagine  how  it 
would  be,  that  economic  benefit,  if  we  had  it  fully  up  to  its  capac- 
ity, those  great  runs. 

I  would  like  to  close  by  stating  that  I  remain  fully  committed  to 
seeing  that  the  promised  Federal  economic  dollars  are  delivered  di- 
rectly to  the  dislocated  workers  and  the  depressed  timber  commu- 
nities. 

They  are  the  communities,  they  are  the  people  who  need  them  to 
the  most.  They  need  to  get  the  money  as  fast  as  possible  and  in  the 
most  simplified  way. 

I  have  members  of  my  staff  who  are  monitoring  the  progress  of 
the  Regional  and  State  Community  Economic  Revitalization 
Teams.  My  goodness,  what  a  wonderful  Federal  title.  The  SCERT's, 
as  they  are  called.  They  will  work  with  those  SCERT's  to  make 
sure  that  we,  in  my  office,  can  do  as  much  as  possible  to  support 
them. 

We  need  to  minimize  bureaucratic  barriers  and  we  need  to  iden- 
tify those  obstacles  that  may  be  in  the  way  of  local  businesses  and 
communities  fully  accessing  this  money. 

Again,  Mr.  Chairman,  I  want  to  congratulate  you  for  your  lead- 
ership and  for  the  fact  that  you  have  brought  this  meeting  here.  I 
wish  I  could  stay  for  the  entire  thing.  Unfortunately,  one  of  the 
problems  is  that  we  both  have  schedules  that  are  twofold,  but  I  do 
appreciate  your  having  it  here. 

Chairman  Wyden.  I  want  to  thank  my  colleague,  Congresswom- 
an  Furse.  She's  had  a  longstanding  interest  in  this.  Since  we  saw  at 
the  Merchant  Marine  hearing  that  you  had  this  summer  that  I  had 
to  try  to  be  in  two  places  at  once,  I  understand  full  well  and  I  just 
want  you  to  know  that  I  consider  this  a  team  effort  that  we're 
going  to  be  making.  I  particularly  appreciate  some  of  the  leader- 
ship you've  shown  in  these  environmental  restoration  projects,  wa- 
tersheds and  others,  and  we're  going  to  be  working  closely  in  the 
days  ahead. 

Ms.  Furse.  Thank  you,  Mr.  Chairman. 

Chairman  Wyden.  Let  me  also  enter  into  the  record  that,  at  this 
point.  Congressman  Jim  McDermott  of  Seattle,  who  plays  an  im- 
portant role  for  our  region  on  the  Ways  and  Means  Committee, 
wanted  to  be  with  us,  could  not,  and  has  asked  that  his  prepared 
statement  be  a  part  of  the  hearing  record.  Let  us  ask,  Madame  Re- 
porter, that  that  be  entered  in  at  this  point. 


[Mr.  McDermott's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Let  us  begin  quickly  with  our  witnesses.  Rep- 
resenting Clackamas  County,  an  important  part  of  the  3rd  Congres- 
sional District,  illustrating  that  even  in  the  most  urban  congres- 
sional district  in  Oregon  that  there  is  a  great  stake  in  how  we  ad- 
dress these  issues,  we're  pleased  to  have  our  friend,  Ed  Lindquist, 
representing  Clackamas  County. 

Commissioner,  let  me  say  it  is  the  practice  of  this  subcommittee 
to  swear  all  witnesses  who  come  before  us.  Do  you  have  any  objec- 
tion to  being  sworn  as  a  witness? 

Mr.  Lindquist.  No,  I  don't. 

Chairman  Wyden.  I  see  you  have  one  of  your  associates.  Let  us, 
just  for  the  record,  get  his  name,  as  well. 

Mr.  SiEGNEUR.  David  Siegneur,  director  of  Clackamas  County  De- 
velopment Agency. 

Chairman  Wyden.  Very  good.  You  may  be  involved  in  answering 
some  questions,  as  well.  Let  me,  if  I  might,  unless  you  all  have  any 
objection,  swear  you  both  at  this  time.  Please  rise  and  raise  your 
right  hand. 

[Witnesses  sworn.] 

Chairman  Wyden.  We  welcome  you  very  much,  Commissioner 
Lindquist,  and  know  that  you  have  spent  a  lot  of  time  going  after 
these  kinds  of  issues  and  have  made  economic  development,  one  of 
your  special  priorities.  We're  going  to  make  your  prepared  state- 
ment a  part  of  the  record  in  its  entirety  and  if  you  could  take 
maybe  5  minutes  or  so  and  highlight  some  of  your  principal  con- 
cerns, that  would  be  helpful. 

TESTIMONY  OF  ED  LINDQUIST,  MEMBER,  CLACKAMAS  COUNTY 
BOARD  OF  COMMISSIONERS,  ACCOMPANIED  BY  DAVID  SIEG- 
NEUR, DIRECTOR,  CLACKAMAS  COUNTY  DEVELOPMENT 
AGENCY 

Mr.  Lindquist.  Thank  you.  Congressman  Wyden.  We  really  ap- 
preciate you,  of  course,  and  Congresswoman  Furse  for  being  here. 
You  both  share  the  concerns  of  Clackamas  County.  Your  districts 
come  into  the  county  and  we  really  appreciate  that.  Congressman 
Kopetski,  we  know,  is  overseas,  but  the  three  of  you  have  certainly 
shown  leadership  in  these  issues  and  we  really  appreciate  that. 

I  would  like  to  apologize  that  my  fellow  two  Commissioners 
couldn't  be  here  this  morning.  Some  things  have  come  up  and  they 
couldn't  make  it.  So  they  reprioritized  and  said  that  I  should  make 
this  since  I  probably  was  involved  the  most.  So  thank  you  for  that. 

Let  me  just  try  and  highlight  the  testimony.  Clackamas  County, 
first  of  all,  is  almost  50  percent  Mount  Hood  National  Forest. 
Many  people  don't  realize  that  and  they  think  of  the  urban  part  of 
Clackamas  County  only.  Of  the  land  area,  almost  50  percent  is  in 
the  Mount  Hood  National  Forest. 

Much  of  the  land  outside  of  that  National  Forest,  then,  for  sever- 
al hundreds  of  acres,  is  also  forest  land  that's  some  privately-held, 
some  county-held  and  some  by  other  Federal  agencies.  So  it's  a 
major  concern  in  Clackamas  County  how  we  make  this  all  work. 

We're  also  representing  the  cities  of  Molalla  and  Estacada,  and  I 
have  a  booklet  that  shows  the  plan  that  we  put  together  to  try  to 


address  that  with  the  plan  that  you're  working  on  right  now.  We're 
pretty  proud  of  how  we've  put  that  together  and  what  it  states  and 
we  think  it  makes  it  very  clear. 

Let  me  now  go  through  the  testimony.  Item  I,  the  major  ele- 
ments of  the  county's  economic  development  strategy.  We  have 
formed  a  cooperative  effort  with  our  County  Development  Agency, 
and  Dave  Siegneur  is  its  director,  with  the  local  chambers  and  city 
administrations.  We  have  established  an  Ambassador  Program  to 
welconie  prospective  new  businesses  and  industries;  also,  general 
education  effort  and  brainstorming  solutions  with  the  private 
sector. 

We  have  identified  target  industries,  industrial  land  and  infra- 
structure needs.  The  County  Development  Agency  has  developed  a 
business  retention  program.  I'm  just  summarizing,  Mr.  Chairman. 
The  coordination  with  Federal  and  State  development  efforts,  the 
Wood  Products  Response  Team  we've  had  going  for  2  years.  An 
interagency  effort  established  to  assess  community  needs  and  solu- 
tions, while  assisting  dislocated  timber  workers  in  finding  addition- 
al training  or  new  employment. 

Retraining  programs  to  our  Employment  Training  Department 
and  the  community  college  and  the  Small  Business  Development 
Center  to  ensure  relevant  skill,  development  focused  on  family 
wage  jobs.  Let  me  give  you  an  example.  Computer  training  for 
timber  workers  and  their  spouses,  conferences  such  as  business  op- 
portunities for  the  '90's,  a  preapprenticeship  program  developed 
jointly  with  the  associated  general  contractors,  assistance  for  mills 
interested  in  pursuing  secondary  wood  products  production.  Those 
are  just  some  of  the  things  that  we're  working  on  through  that 
committee. 

Involvement  with  State  efforts  include  the  community  develop- 
ment block  grant  program,  what's  called  SWAT,  the  Strengths, 
Weaknesses,  Opportunities  and  Threats  process,  recruitment  strat- 
egies developed  mutually  with  the  Regional  Economic  Development 
Officer,  local  staff  support  to  the  Regional  Strategies  Program. 

Our  regional  strategies,  we  have  changed  the  direction  and  we've 
gone  together  with  Hood  River  County  instead  of  going  together 
with  Washington  County  and  Multnomah  County.  Our  common  in- 
terests, obviously,  are  the  Mount  Hood  National  Forest  and  what 
we  can  do  for  those  timber-related  areas. 

Resource  and  capital  related  problems,  we  are  very  limited  in  the 
amount  of  industrial  zoned  land  for  those  communities.  So  trying 
to  bring  new  industry  in  is  really  a  problem  with  Oregon's  land 
use,  or  to  try  to  find  new  area.  We're  working  on  that,  but  it  has 
been  a  problem. 

No  direct  access  to  major  transportation  corridors.  Lack  of  infra- 
structure for  those  small  communities.  Sewer,  water,  and  transpor- 
tation are  all  major  problems. 

One  of  the  problems  that  we  also  have  in  those  communities  is 
they  don't  have  the  matching  funds  to  match  the  moneys  that  are 
in  this  particular  program.  Measure  five  has  caused  compression  in 
these  very  same  communities.  So  the  local  communities  are  in  seri- 
ous trouble  besides  the  timber  industry  problem. 

Small  business  loans  are  difficult  to  obtain  due  to  the  high  risk 
of  business  strategies  in  these  areas.  The  redevelopment  options; 


abandoned  mill  sites  that  could  be  converted  to  the  secondary  wood 
process  or  converted  to  other  manufacturing  uses;  deep  commit- 
ment for  communities  to  outdoor  resource-oriented  employment. 

The  "Jobs  in  the  Woods"  Ecosystem  Watershed  Management 
Program  and  training  and  venture  capital  and  vegetation  for  these 
systems  for  reforestation. 

I'm  trying  to  hurry  through  this  so  I  can  make  it  in  my  time  slot 
here. 

Suggestions  for  improvement,  and  these  are  the  ones  we  wanted 
to  take  a  little  bit  more  time  on.  A  combined  and  simplified  appli- 
cation format  would  reduce  paperwork,  prevent  duplication  and 
greatly  reduce  the  cross-purposes  of  the  contradictory  requirements 
that  often  arise  when  attempting  to  fund  a  large  project  from  sev- 
eral different  Federal  pots  of  money. 

Reporting  requirements  could  be  simplified  and  reduced,  as  well, 
reducing,  in  turn,  the  administration  expense  involved  in  receiving 
the  Federal  funds.  More  technical  assistance  for  the  applications. 
In  severely  affected  communities,  grant  programs  are  often  more 
realistic.  I  know  that's  difficult  to  do,  but  there  needs  to  be  either  a 
match  or  a  grant  program  for  part  of  the  money,  so  that  they  could 
use  a  loan  program. 

But  a  straight  loan  program  just  seems  out  of  the — it  isn't  going 
to  help  nearly  as  much  as  if  we  had  some  grant  moneys. 

Shorten  the  Federal  decisionmaking  time.  Develop  programs  that 
provide  for  more  maximum  local  flexibility.  Clackamas  County  is 
an  example  of  the  diversity  of  Oregon.  What  may  work  for  Esta- 
cada  may  not  work  for  Molalla. 

Provide  more  ongoing  programs  as  opposed  to  short-term  pro- 
grams and  locate  Federal  officials  closer  to  affected  communities  or 
take  steps  to  increase  the  accessibility.  We  feel  very  lucky  that  we 
have  both  you  and  Congresswoman  Furse,  of  course,  in  our  county. 
So  we're  talking  about  the  agency  folks,  not  the  congressional  staff. 

Because  of  our  proximity  to  the  Portland  area,  it  is  often  over- 
looked that  over  half  of  the  county  is  in  the  forest  land.  Clackamas 
County,  with  its  cities  of  Estacada  and  Molalla,  has  developed  a 
proposal  to  address  the  infrastructure  needs,  and  you  have  that 
proposal  before  you. 

But  we  continue  to  have  concerns  that  these  two  communities 
will  be  excluded  from  the  application  process,  because  it's  assumed 
that  the  healthy  employment  picture  in  Portland  is  shared 
throughout  the  region.  In  fact,  these  cities  are  about  35  miles  from 
the  city  of  Portland.  So  it  seems  as  though  we're  saying  you  can  get 
in  a  car  and  drive  to  Portland  to  work. 

At  the  same  time  that  we're  trying  to  work  under  IHT  and  other 
Federal  programs  to  keep  people  from  driving  long  distances  to  em- 
ployment, we  have  two  Federal  agencies  that  are  telling  us  two  op- 
posite things.  We  do  have  a  transit  system  to  the  city  of  Molalla 
and  to  Estacada,  but  they  both  need  improvement.  They  need  help 
with  those  transit  systems. 

We  hope  that  this  committee  will  continue  to  monitor  closely  the 
development  of  the  Northwest  economic  initiative  package,  particu- 
larly where  unbiased  and  reasonable  criteria  for  consideration  is 
concerned. 
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Finally,  we  appreciate  you  coming  here  and  thank  you  very 
much. 

[Mr.  Lindquist's  statement  may  be  found  in  the  appendix.] 

Mr.  LiNDQuiST.  Dave,  would  you  like  to  make  any  statements  at 
all? 

Mr.  SiEGNEUR.  No,  unless  the  Congressman  has  any  questions. 

Chairman  Wyden.  Commissioner,  thank  you  for  an  excellent 
statement.  It  seems  to  me  what  you're  saying,  in  a  nutshell,  is 
don't  forget  about  us  because  we're  35  miles  from  Portland. 

Mr.  LiNDQUiST.  That's  right. 

Chairman  Wyden.  I  very  much  share  this  notion  that,  yes,  Port- 
land and  Seattle  have  been  able  to  diversify  their  economies  and, 
to  some  extent,  there  is  a  degree  of  immunity  to  some  of  the  shocks 
that  we  see  in  timber-dependent  communities.  So  I  think  you  said 
it  very  well,  particularly  your  ideas  for  simplifying  the  application 
process,  trying  to  strip  out  from  its  contradictory  kind  of  rules  we 
will  be  talking  to  Mr.  Tuchmann  about. 

We're  just  glad  you  all  are  in  the  3rd  Congressional  District  and 
we  want  you  to  be  healthy  and  prosperous. 

Let  me  ask  you  one  question.  On  the  Wood  Products  Response 
Team,  this,  of  course,  is  going  to  be  one  of  the  key  things  in  terms 
of  opening  up  dialog  between  local  folks  and  the  Federal  level. 
What  has  been  the  reaction  so  far  in  terms  of  some  of  these  kinds 
of  discussions? 

Mr.  LiNDQUiST.  So  far  they've  been  very  good.  I  think  it  started 
off  a  little  slow,  because  I  don't  think  people  in  that  area  necessari- 
ly trusted  it,  because  it  started  out  with  people  from  the  communi- 
ty college  and  from  the  county  agencies. 

Then  we  brought  people  in  from  the  private  industry  and  from 
the  Molalla  and  Estacada  areas  and  it  has  slowly  picked  up  and  it 
now  has  very  good  response  from  the  local  communities. 

Dave,  would  you  like  to  add  any  to  that? 

Mr.  SiEGNEUR.  No,  other  than  it's  difficult  to  begin  to  establish 
something  like  that  all  of  a  sudden,  when  there's  such  a  long  histo- 
ry of  timber-dependency.  A  whole  part  of  our  society  is  in  that  di- 
rection. To  suddenly  begin  to  talk  about  reversing  something,  it 
takes  time  and  it  takes  patience. 

Chairman  Wyden.  We  thank  you  both.  We're  going  to  be  consult- 
ing with  you  often  in  the  days  ahead  on  a  wide  variety  of  issues. 

The  next  panel  is  David  A.  Ford,  president  of  Western  Forest  In- 
dustries Association;  Ray  Daffner,  executive  director,  WPCC  in 
Bend;  Ralph  Saperstein,  the  Northwest  Forestry  Association; 
Charles  D.  Jackson,  chairman,  Oregon  Native  American  Business 
and  Entrepreneurial  Network;  Alana  Probst,  ecotrust.  Ocean  Park, 
Washington;  Ellen  Bishop  from  the  Pacific  Rivers  Council;  Gus 
Kostopulos,  executive  director  of  WoodNet  in  Port  Angeles,  Wash- 
ington; and,  Brett  KenCairn,  executive  director  of  the  Institute  for 
Ecology  and  Economy  in  Ashland.  Let  me  also  add  Craig  Hanne- 
man  of  the  Public  Timber  Purchasers  Group,  as  well. 

We're  going  to  have  to  move  our  microphones  up  and  down  the 
table  with  some  agility  here  in  order  to  cover  a  panel  this  large. 
We're  very  pleased  that  all  of  you  are  here.  I  am,  because  we're 
going  to  have  to  stick  on  the  time  schedule,  going  to  have  to  keep 
this  little  egg  timer  as  kind  of  an  enforcement  tool.  I  hope  that  we 


will  not  be  cutting  anybody  off.  If  we  want  to  get  everybody  out  of 
here  by  dinnertime,  I  think  we're  going  to  have  to  use  it. 

It  is  the  practice  of  the  subcommittee  to  swear  all  the  witnesses. 
Do  any  of  you  have  any  objection  to  being  sworn  as  witnesses? 

[No  response.] 

Chairman  Wyden.  Please  rise  and  raise  your  right  hand. 

[Witnesses  sworn.] 

Chairman  Wyden.  Let  us  begin,  then,  with  Mr.  Ford.  Let  me 
note  that,  for  the  record,  Mr.  Ford  has — his  association,  represent- 
ing many  mills  in  the  State,  has  specifically  asked  the  subcommit- 
tee to  convene  an  oversight  hearing  to  examine  these  issues  and  we 
are  pleased  to  be  able  to  be  responsive  to  many  organizations  that 
want  to  look  at  these  issues. 

Mr.  Ford,  welcome.  We  will  make  your  prepared  remarks  a  part 
of  the  hearing  record  in  their  entirety  and  if  you  could  take  5  min- 
utes or  so  to  highlight  your  major  concerns,  that  would  be  very 
helpful. 

TESTIMONY  OF  DAVID  A.  FORD,  PRESIDENT,  WESTERN  FOREST 
INDUSTRIES  ASSOCIATION 

Mr.  Ford.  Thank  you,  Mr.  Chairman.  I  am  David  Ford,  president 
of  Western  Forest  Industries  Association.  We  do  have  members  in 
12  Western  States  representing  small  family-owned  businesses. 

We  appreciate  the  opportunity  to  be  here  today.  We  do  appreci- 
ate and  applaud  your  leadership  in  this  area.  We  very  much  appre- 
ciate that  the  Small  Business  Committees  are  beginning  to  look  at 
some  of  the  issues,  the  impacts  related  to  these  forest  issues  here  in 
the  Northwest. 

Your  work  will  profoundly  effect  three  basic  policy  areas  or  di- 
mensions; communities,  competitiveness  and  consumers.  Communi- 
ties because  those  in  a  rural  forest-based  economy  depend  mostly 
on  local  small  businesses  for  jobs,  which  are  the  lifeblood;  not  just 
forest  products  jobs,  but  jobs  throughout  the  community. 

Competitiveness  because  the  small  business  is  the  principal 
reason  that  the  wood  products  industry  remains  one  of  the  Na- 
tion's most  competitive  industries  in  America  today.  The  consum- 
ers because  the  competitiveness  of  the  industry  keeps  prices  far 
lower  and  product  selection  very  broad,  broader  than  if  the  indus- 
try was  concentrated,  like  many  other  national  industries. 

I'm  not  here  to  argue  about  the  merits  of  President  Clinton's 
option  9.  We  understand  that  that's  not  within  your  jurisdiction  to 
set  forest  policy.  I  would  indicate  to  you,  however,  that  as  we  have 
talked  before,  option  9  is  very  devastating  to  all  of  our  industry 
and  specifically  the  small  business  segment  of  our  industry,  who 
are  the  most  dependent  on  public  timber. 

What  I  would  like  to  focus  on,  though,  is  a  priority  that  I  think 
this  committee  ought  to  look  at,  and  that's  how  will  we  maximize 
employment  and  minimize  disruption  under  circumstances  where 
timber  harvest  levels  will  be  seriously  diminished.  I  think  we  all 
recognize  that  there  is  going  to  be  less  timber  available  off  public 
lands  here  in  the  future  and  it  appears  off  of  private  lands,  as  well, 
due  to  the  40-year  rule  and  other  issues  that  are  now  just  begin- 
ning to  be  understood. 
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If  we  take  this  challenge  of  figuring  out  ways  to  assure  that  we 
can  maximize  employment,  we  need  to  focus  clearly  on  the  notion 
that  what  Federal  timber  is  going  to  be  available  needs  to  be — 
needs  to  go  to  those  who  need  it  the  most.  I'd  like  to  talk  about 
that  here  for  a  few  minutes. 

First,  whether  you're  talking  about  a  mill  that's  owned  by  a 
large  organization,  which  we  have  some  representatives  here,  or 
mom-and-pop  operations,  the  community  is  critically  dependent  on 
that  mill  and  that  mill  is  critically  dependent  on  Federal  timber, 
we  really  need  to  explore  ways  to  assure  that  sales  from  Federal 
lands  adjacent  to  those  communities  stay  in  those  communities. 

The  current  policy  now  is  that  Federal  timber  is  usually  sold  to 
the  highest  bidder.  Some  of  that  is  reserved  into  a  setaside  pro- 
gram, which  I  think  you're  aware  of.  To  save  communities,  pre- 
serve competition  and  benefit  consumers.  Federal  timber  in  the  Pa- 
cific Northwest  must  be  further  targeted  to  locations  that  need  it 
the  most  and  can  add  the  most  value. 

Second,  there  has  been  a  lot  of  discussion  about  value-added 
products,  and  Ray  Daffner  will  be  speaking  on  those  issues.  I  think 
it's  important  to  point  out  that  small  businesses  traditionally  have 
been  the  most  innovative  producers  of  the  creative  high  value  wood 
products.  They're  the  ones  that  first  produced  some  of  that  stuff.  I 
have  some  examples  here  of  the  kind  of  products  I'm  talking  about, 
products  like  this,  which  is  finger-jointed  and  veneer  edge-glued 
and  creates  a  high  quality  product  using  wood  that  otherwise  may 
have  gone  into  the  waste  stream. 

This  is  the  kind  of  stuff  we're  talking  about  when  we  talk  about 
value-added  products.  Continuing  secondary  processes,  that  Ray 
Daffnei'  will  talk  about,  we  have  all  sorts  of  examples  of  wood  that 
may  have  gone  into  straight  pieces  of  wood  that  are  being  further 
value-added. 

I  think  the  third  main  point  is  that  the  SBA  setaside  program 
really  helped  the  industry  get  through  a  crossroads  back  in  the  late 
'60's  and  early  '70's.  The  creation  of  that  program  that  is  currently 
operating  today  really  was  a  savior  for  many  small  businesses. 

We  still  see  quite  a  decline  in  the  number  of  businesses  out  here 
and  I've  got  some  data  that  I've  attached  to  my  testimony  that  de- 
scribes the  specific  numbers  of  mills  that  have  closed  here  since 
1980.  Polinger,  Fraum,  Enger  &  Associates  has  provided  that  data. 

I  think  it's  clear  today,  though,  that  with  the  reduced  Federal 
timber  supply,  that  we  need  to  relook  at  that  setaside  program  to 
see  how  it's  operating.  For  example,  on  a  percentage  share  basis,  if 
we  have  50  percent  small  business  share  and  there's  300  million 
feet  being  offered  in  a  market  area  and  we  go  down  to  50  million 
board  feet  and  only  50  percent  is  available  to  small  business,  under 
that  circumstance,  that's  not  going  to  be  enough  wood  for  one 
small  business  to  operate. 

We  don't  have  the  specific  answers  for  you  here  today,  but  I 
think  it's  important  that  as  the  Tuchmann  Task  Group,  working 
group  that  he'll  be  reporting  on,  I  believe,  this  afternoon,  that  as 
we  look,  we  need  to  be  creative  in  the  way  we  look  at  how  we're 
distributing  some  of  that  wood  and  making  it  available  to  the  small 
business  sector,  so  we  still  maintain  that  sector;  things  like  mini- 
mum volumes,  as  well  as  minimum  percentages,  looking  at  the 
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triggering  mechanisms  and  other  technical  aspects  to  bring  that 
program  into  the  21st  Century  to  help  small  business. 

I'd  like  to  urge  you  to  look  at  the  estate  tax  law  issues  in  this 
country.  That's  going  to  help  the  small  business  forest  products 
companies,  but  that  will  help  small  business  across-the-board. 

I'll  summarize  here  just  for  a  moment.  Today,  the  estate  tax  law 
situation  is  such  that  when  the  small  business  passes  from  one  gen- 
eration to  the  next,  many  of  those  small  businesses  are  faced  with 
liquidating  their  businesses.  That  is  very  unfortunate,  particularly 
in  the  forest  products  industry,  where  we  really  have  been  the  first 
out  with  many  of  the  technologies  and  innovations  that  are  being 
employed  today  to  get  more  out  of  every  stick  of  wood  that  we  have 
available. 

Finally,  in  conclusion,  I  would  just  urge  you  that  you  focus  on 
maximizing  existing  employment  and  put  that  on  the  front  burner. 
We've  heard  a  lot  of  discussion  about  all  this  economic  relief  focus- 
ing outside  the  forest  industry.  We  urge  that  we  don't  put  the  cart 
before  the  horse,  that  we  look  to  maximize  jobs  within  the  forest 
products  industry  first,  before  we  try  to  retrain  people  to  go  out 
into  the  workplace  to  fill  jobs  in  industries  that  aren't  existing  or 
haven't  been  created  yet. 

That  just  makes  common  sense  to  us.  We  think  we  need  to  mini- 
mize the  wreckage  first  before  we  go  off  and  do  those  other  things. 
I'd  be  very  pleased  to  answer  any  questions.  I  guess  I'd  like  to 
just  show  you  one  other  quick  thing  and  that  relates  to  the  issue  of 
volume  under  contract.  Sorry,  Brett. 

What  this  shows  is  from  1988.  This  is  the  line  of  small  business 
versus  large  business,  500  employees  or  whatnot.  It  shows  where 
we  are  today  with  volume  under  contract.  It's  virtually  gone.  You 
can  see  that  the  line  of  small  businesses  declined  at  a  faster  rate 
than  large  business  and  that  just  shows  the  dependency  on  public 
timber  by  small  business  is  greater  than  large  business,  generally. 
But  it  shows  that  both  large  and  small  business  sectors  are  in 
very  serious  trouble  when  it  comes  to  available  volume  coming 
from  Federal  land  at  this  point. 
Thank  you,  Mr.  Chairman. 

[Mr.  Ford's  statement  may  be  found  in  the  appendix.] 
Chairman  Wyden.  Thank  you,  Mr.  Ford.  Let  me  just  say  right  at 
the  outset,  before  we  go  to  Mr.  Daffner,  I  very  much  appreciate  the 
way  you  all  really  conduct  this  discussion  at  this  point,  because  I 
think  it  is  clear  that  this  hearing  is  not  primarily— we  need  to 
have  a  great  number  of  hearings  to  address  the  matter  of  option  9. 
This  hearing  is  not  what  this  is  all  about. 

What  this  hearing  is  all  about  is  to  be  able  to  say  to  Oregon  and 
Washington  families  for  the  sake  of  your  needs  and  the  needs  of 
your  community,  we  are  going  to  wring  more  value  out  of  every  log 
that  is  harvested  in  the  future.  We  have  to  do  that  no  matter  how 
the  matter  of  option  9  is  disposed  of  and  we  intend  to  work  closely 
with  you  and  appreciate  the  opportunity  to  focus  on  those  kinds  of 
issues  today,  rather  than,  as  has  been  discussed  so  often  in  so  many 
other  forums,  just  continue  to  focus  just  on  the  debate  on  option  9. 
Let's  go  now  to  Mr.  Daffner.  We  welcome  you,  as  well,  and  know 
of  the  work  that  you've  been  doing,  also. 
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TESTIMONY  OF  RAY  DAFFNER,  EXECUTIVE  DIRECTOR,  WPCC, 

INC. 

Mr.  Daffner.  Thank  you,  Mr.  Chairman.  Thank  you  for  inviting 
us  here  today  to  give  testimony  before  the  committee.  Our  organi- 
zation, the  WPCC,  is  a  secondary  industry  trade  association  that 
was  created  by  the  Oregon  legislature  in  1991  and  privatized  earli- 
er this  year. 

The  WPCC  develops  programs  with  private  and  public  sector 
partners  in  the  area  of  marketing,  capital  access,  supply  develop- 
ment and  industry  training.  Our  programs  are  created  by  an  indus- 
try board  of  directors  and  implemented  by  our  small  staff. 

Our  organization,  along  with  preceding  speakers  and  many  of  the 
following  speakers,  believes  that  adding  more  value  to  the  natural 
resource  before  it  leaves  the  region  is  one  way  to  effectively  resolve 
some  of  the  environmental  and  economic  challenges  facing  the 
Northwest. 

Just  as  Germany  and  Sweden  and  many  developing  countries 
have  had  to  adjust  to  finite  timber  resources,  Oregon  and  the 
Northwest  must  strategically  identify  use  for  the  region's  limited, 
though  enormous  timber  supplies. 

Initial  studies  reveal  that  typical  primary  processing,  sawmills, 
employ  approximately  three  persons  per  million  board  foot  of  fiber 
processed  annually.  Manufacturers  of  molding  and  millwork  prod- 
ucts and  components  employ  between  12  and  18  persons  for  the 
same  unit  of  fiber  processed,  while  furniture  manufacturers  employ 
60  persons  annually  to  process  the  same  quantity  of  raw  material. 

By  adding  more  value  to  the  products  they  produce,  manufactur- 
ers will  be  able  to  maintain  stable  employment  levels,  even  if  re- 
gional timber  supplies  are  diminished. 

A  little  background  on  the  secondary  industry.  The  secondary  in- 
dustry in  Oregon  is  composed  of  over  800  firms,  employing  20,000 
manufacturers  in  the  production  of  products  such  as  millwork, 
molding,  windows,  doors,  cabinets,  furniture,  and  specialty  wood 
products.  In  Washington,  12,000  persons  are  employed  in  over  350 
secondary  companies.  Although  overall  forest  products  employment 
in  the  Northwest  has  declined  since  1988,  employment  in  selected 
secondary  manufacturing  sectors  had  actually  increased. 

Almost  all  industry  firms  are  small  businesses,  under  500  em- 
ployees, and  most  are  located  in  the  same  communities  that  are  ex- 
periencing dislocation  as  a  result  of  decreases  in  timber  harvests. 

The  WPCC  believes  that  secondary  manufacturing  offers  a 
unique  opportunity  of  creating  additional  jobs  in  the  same  rural 
communities,  using  employees  with  similar  skills,  to  offset  the  job 
loss  occurring  in  the  primary  sector  of  the  industry.  However,  with- 
out ample  fiber  supply,  the  secondary  industry  cannot  expand.  The 
secondary  manufacturing  industry  is  linked  to  the  primary  indus- 
try for  its  health  and  survival. 

An  expansion  of  10  percent — Oregon  20  percent  in  secondary  em- 
ployment which  could  create  2,000  or  4,000  additional  jobs  in 
Oregon  alone  will  absorb  just  a  portion  of  the  projected  job  losses 
from  the  primary  industry. 

Now,  I'd  like  to  outline  a  series  of  program  recommendations,  in- 
vestments in  the  Northwest's  small-  and  medium-sized  secondary 
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wood  products  producers  that  will  improve  the  competitiveness  of 
this  industry.  These  recommendations  don't  involve  grants  to  pri- 
vate businesses,  but  instead  rely  on  a  series  of  activities  in  four 
program  areas  to  improve  market  opportunities,  to  enhance  access 
to  capital,  to  improve  training  programs,  and  to  promote  collabora- 
tion among  the  industry's  manufacturers. 

These  programs  all  rely  on  public-private  partnerships,  but  it  is 
important  that  the  activities  remain  industry-led  to  ensure  accept- 
ance and  successful  implementation. 

In  the  supply  area,  without  an  adequate  supply  of  fiber,  the  sec- 
ondary industry  cannot  expand  and/or  remain  competitive.  Some 
suggestions  we  have  to  include  the  supply  outlook  include  create  a 
public  forest  bidding  system  that  gives  preference  on  timber  sales 
to  companies  based  on  the  quantity  of  lumber  that  they  sell  to 
local  and  regional  value-added  manufacturers. 

In  the  surplus  listing  area,  remove  all  Northwest  species  from 
the  surplus  list,  including  Port  Orford  Cedar.  Currently,  this 
timber  is  exported  in  log  form  from  public  lands.  Eliminate  raw 
material  import  tariffs.  We  recommend  exempting  secondary  man- 
ufacturers from  import  tariffs  on  Canadian  wood. 

As  Northwest  timber  becomes  more  scarce,  Canadian  lumber  is 
often  substituted  by  the  domestic  industry.  With  the  imposition  of 
these  tariffs,  this  lumber — secondary  manufacturers  cannot  now 
compete  with  foreign  firms  selling  products  into  the  U.S.  market. 

The  low-cost  sales.  The  Forest  Service  could  change  accounting 
procedures  to  indicate  that  public  sales  subsequently  processed  by 
secondary  manufacturers  add  greater  value  to  the  local  economy. 
Such  sales  would  no  longer  be  considered  below  cost  and  would, 
therefore,  would  not  be  prohibited. 

In  the  area  of  access  to  capital,  two  of  the  most  important  capital 
needs  for  secondary  firms  are  for  working  capital  and  for  equity. 
As  raw  material  costs  rise,  100  percent  price  increase  in  the  spring 
of  1993,  for  example,  manufacturers  need  to  put  more  and  more 
cash  into  inventory  just  to  maintain  current  production  levels.  As 
the  timber  industry  receives  negative  publicity,  bankers  are  un- 
comfortable about  providing  loans  for  working  capital. 

An  SBA  Program  to  guarantee  working  capital  loans,  structured 
like  the  successful  7(a)  Program,  would  significantly  help  industry. 
SBA  does  have  a  similar  program,  called  the  Greenline  Program, 
but  it  doesn't  fully  meet  the  needs  of  the  secondary  manufacturer 
and  industry,  as  it's  currently  configured. 

Oregon  has  recently  created  such  a  guarantee  program  with  up 
to  50  percent  of  the  funds  being  targeted  to  value-added  wood  prod- 
ucts and  the  agricultural  sector.  We  feel  there's  an  opportunity  for 
the  Federal  Government  to  expand  existing  State  programs  by 
matching  State  guarantee  authority. 

In  the  area  of  equity,  manufacturing  firms  have  limited  sources 
of  nondebt  capital.  These  small  firms  typically  receive  investments 
from  family  and  friends  or  reinvest  profits.  Venture  capital  sources 
are  unable  to  receive  their  target  rates  of  return  from  these  mid- 
sized manufacturing  companies. 

Therefore,  we  believe  that  creating  a  public-private  investment 
program  that  provides  equity  capital  to  businesses  to  be  repaid  if 
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specific  projects  are  successful  is  a  good  way  to  replace  the  current 
use  of  public  grants  to  private  firms. 

This  investment  fund  could  receive  a  rate  of  return  at  a  mezza- 
nine level  and  could  target  investments  in  less  risky  established 
businesses. 

I'll  just  touch  on  two  other  points  and  then  conclude.  The  indus- 
try training  and  competitiveness  areas  are  very  important  to  our 
industry,  as  well.  In  the  area  of  technology  development,  applica- 
tion of  new  technologies  is  driving  the  Northwest  secondary  indus- 
try to  be  one  of  the  most  competitive  in  the  world,  and  a  joint 
Washington-Oregon  Program  focusing  on  developing  key  technol- 
ogies could  be  a  major  factor  in  accelerating  its  regional  industry. 

I  think  one  of  our  speakers  later,  Gus,  might  be  touching  on  a 
program  that — Gus  Kostopulos — that  they're  pursuing. 

In  the  area  of  training,  apprenticeship  development  and  dislocat- 
ed worker  training,  industry-led  programs  and  partnerships  with 
local  high  schools  and  community  colleges  can  train  new  workers 
for  entry  into  the  secondary  industry  or  dislocated  workers  for  re- 
entry. 

In  the  marketing  area,  we  feel  that  creating  local  and  regional 
groups  of  manufacturers  to  more  effectively  market  their  products 
through  private  sector  brokers  and  distributors  can  be  an  effective 
strategy.  It  has  worked  for  us  and  other  organizations,  as  well. 

Adaptive  management  and  green  marketing  programs  to  not 
only  maximize  yield  based  on  the  new  forest  policy,  but  to  expand 
market  opportunities  for  these  new  green  products  need  to  be  ex- 
plored. 

Hardwoods  development,  improving  the  utilization  of  under-uti- 
lized hardwood  species  can  be  very  important  to  such  industries  as 
furniture  and  cabinetry. 

In  conclusion,  although  economic  diversification  is  a  very  impor- 
tant strategy,  we  should  not  overlook  one  of  the  most  important  in- 
dustries in  the  region,  both  for  today  and  for  tomorrow.  The  strate- 
gies above  in  the  area  of  capital,  supply,  training,  and  marketing 
will  help  the  Northwest  build  on  its  core  competencies  and  strate- 
gic advantages. 

As  the  Federal  Government  proceeds  with  the  Northv.^est  eco- 
nomic adjustment  initiative,  we  encourage  the  public  sector  to  ac- 
tively engage  the  private  sector.  Only  by  having  industry  involved 
can  Government  help  create  new  jobs  to  offset  the  job  loss.  The 
new  SCERT's,  which  are  charged  with  reviewing  proposals  and 
supporting  ailing  local  economies,  are  noticeably  lacking  in  private 
sector  representation.  We  hope  that  the  SCERT's  can  remedy  these 
early  oversights  and  involve  industry  more  closely  in  the  decision- 
making process. 

I  want  to  thank  you  for  this  opportunity  to  testify.  We  believe 
that  the  secondary  industry  can  play  a  key  role  in  solving  some  of 
the  economic  problems  in  the  Northwest. 

Thank  you. 

[Mr.  Daffner's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Thank  you  for  excellent  testimony.  I  can  tell 
this  panel  just  will  be  chock  full  of  nuggets  that  we're  going  to 
need  to  follow  up  on.  It's  clear  that  these  are  the  kinds  of  signifi- 
cantly more  entrepreneurial  and  more  creative  kinds  of  policies 
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that  should  have  been  done  years  and  years  ago.  I'll  have  some 
questions  in  a  moment.  Thank  you  for  excellent  testimony. 
Mr.  Saperstein,  welcome. 

TESTIMONY  OF  RALPH  SAPERSTEIN,  NORTHWEST  FORESTRY 

ASSOCIATION 

Mr.  Saperstein.  Mr.  Chairman,  thank  you  for  the  opportunity  to 
testify  before  your  subcommittee.  My  name  is  Ralph  Saperstein 
and  I  represent  the  Northwest  Forestry  Association.  NFA  is  a 
forest  industry  trade  association  representing  lumber,  plywood  and 
pulp  mills  throughout  Oregon  and  Washington. 

Approximately  three-fourths  of  our  members  are  independent, 
family-owned  businesses.  All  of  our  members,  both  large  and  small, 
are  substantially  dependent  on  our  Federal  timberlands  for  their 
raw  material  supplies. 

These  companies  were  developed  based  on  a  promise  of  a  long- 
term  sustained  yield  from  our  Federal  forest  lands.  The  communi- 
ties that  surrounded  them  followed  their  developments.  They  now 
both  feel  that  this  promise  has  been  broken. 

Mr.  Congressman,  we  feel  that  the  issues  that  we're  going  to  dis- 
cuss are  relevant  to  your  concerns  of  the  subcommittee.  In  addi- 
tion, Mr.  Congressman,  Mr.  Chairman,  you  are  the  dean  of  the 
Oregon  delegation  and  we  really  appreciate  the  opportunity  to 
relate  our  concerns  to  you. 

We  think  that  without  congressional  intervention  in  this  issue, 
the  gridlock  that  has  faced  us  in  the  past  will  not  disappear.  We 
feel  that  your  subcommittee  and  the  entire  Congress  needs  to  re- 
store a  Federal  timber  sale  program  for  our  members.  The  supply 
of  timber  from  Federal  forests  is  the  'key  factor  in  the  current 
plight  of  the  forest  industry  and  the  timber-producing  communi- 
ties. 

Secondary  manufacturing  is  an  important  part  of  the  forest  in- 
dustry. Most,  if  not  all  of  our  members  are  engaged  in  value-added 
manufacturing,  but  their  involvement  is  the  result  of  a  normal 
technologically  and  economically-driven  business  process. 

The  fact  that  drives  this  issue  is  that  secondary  manufacturing 
or  value-added  manufacturing  cannot  exist  without  primary  manu- 
facturing. You  cannot  have  it.  Primary  manufacturing  requires 
ra\y  material.  For  our  members,  their  historical  supply  of  raw  ma- 
terials has  been  the  Federal  forest  lands  and  that  supply  is  disap- 
pearing. 

Timber  sales  from  Federal  forest  lands  have  been  nonexistent  for 
3  years.  This  is  due  to  a  bureaucratic  and  courtroom  gridlock  as  a 
result  of  many  laws  that  were  passed  requiring  substantive  and 
procedural  requirements  of  the  land  management  agencies  and, 
more  recently,  the  President's  plan  which  have  combined  to  zone 
over  80  percent  of  our  public  forest  lands  off  limits  to  any  timber 
management. 

Despite  all  the  rhetoric  and  hysteria,  locking  up  80  percent  of 
our  forest  lands  is  the  reason  why  we  don't  have  a  timber  sale  pro- 
gram today. 

Unfortunately,  the  administration's  plan  is  not  a  balanced  solu- 
tion. The  plan  drops  historical  timber  supply  by  75  percent.  This  is 
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why  small  businesses  and  the  entire  forest  industry  is  struggling. 
Without  an  adequate  supply  of  raw  material,  it  is  unreasonable,  if 
not  impossible  to  expect  folks  to  make  investments  in  the  retooling 
and  secondary  manufacturing. 

We  would  hope  that  Congress  would  concentrate  their  efforts  on 
developing  a  balanced  solution  to  the  forest  debate.  The  adminis- 
tration has  so  far  failed  to  adequately  resolve  the  issue.  It's  been  6 
months  since  the  President  announced  his  plan  and  in  that  time 
we've  learned  a  lot  more  about  the  details  of  the  plan. 

Unfortunately,  we  have  to  say  it  is  not  good  news.  On  July  1, 
when  the  President  announced  the  plan,  they  promised  that  they 
would  sell  2  billion  board  feet  in  the  first  year  of  the  plan  and  1.7 
billion  in  the  second  year.  They  were  going  to  go  to  Judge  Dwyer 
and  ask  him  to  lift  his  injunction. 

In  the  long  term,  the  plan  calls  for  timber  sales  levels  of  1.1  bil- 
lion. Further  evaluation  by  the  agency  experts  shows  that  it  will  be 
the  year  2000  before  all  of  the  analysis  is  done  that  will  allow  them 
to  meet  this  much  reduced  target. 

Worse,  the  administration  hasn't  followed  up  on  any  of  the  prom- 
ises regarding  how  much  timber  they  are  going  to  provide.  Even 
after  they  spent  3  months  negotiating  with  the  environmentalists 
to  release  83  million  board  feet  from  the  injunctions,  they  have  not 
yet  returned  to  the  court  to  ask  the  judge  to  provide  this  volume. 
In  fact,  in  November,  they  asked  for  and  received  a  3-month  delay 
in  developing  their  plan. 

The  best  case  scenario  is  for  the  administration  to  adopt  their 
plan  legally  on  April  1.  Assuming  there  is  no  legal  challenge  to  the 
plan,  they  can  proceed  with  developing  timber  sales,  which  then 
must  go  through  6  months  of  Endangered  Species  Act  consultation. 
After  that,  then  each  individual  timber  sale  could  be  appealed  or 
litigated  in  court. 

The  bottom  line  is  we  don't  expect  any  timber  sales  from  the 
President's  plan  in  1994.  Add  this  to  the  fact  that  at  least  twice  the 
administration  has  tried  to  take  back  some  of  the  volume  in  the 
contract,  as  Mr.  Ford  displayed,  that  is  already  reduced.  We  feel 
strongly  that  our  members  are  worse  off  after  announcing  the  reso- 
lution of  the  plan  by  the  administration  than  they  were  before. 

After  we  realized  this,  we  have  undertaken  an  aggressive  strate- 
gy to  challenge  the  administration's  plan,  because  we  believe  it  vio- 
lates several  procedural  and  substantive  laws  that  you  folks  in 
Congress  have  passed.  In  one  of  these  cases,  we  were  able  to  inves- 
tigate the  process  that  was  used  to  develop  the  President's  forest 
plan. 

Not  only  did  the  group  notice  that  Forest  Ecosystem  Manage- 
ment Assessment  Team  violated  open  meetings  laws,  they  excluded 
credible  scientists  whose  views  did  not  support  their  preconceived 
ideas.  We  know  they  were  preconceived  because  the  group  met 
before  the  forest  conference.  They  made  major  policy  decisions 
before  President  Clinton  sat  down  with  an  open  mind  toward  devel- 
oping new  solutions. 

That  should  not  surprise  us.  These  are  the  same  advocates  that 
developed  the  three  previous  strategies  that  have  been  so  contro- 
versial. The  selected  plan  embraces  locking  up  large  areas  to 
return  our  forests,  and  I  quote,  "to  presettlement  conditions."  We 


17 

see  no  congressional  authorization  to  return  our  forests  to  presett- 
lement  conditions  and,  in  fact,  we  think  the  only  thing  that  will 
occur  from  this  ecological  folly  is  to  return  our  communities  to  the 
economies  of  presettlement  times. 

Mr.  Chairman,  we  think  your  subcommittee  can  do  the  most 
good  for  small  business  and  the  forest  products  industry  by  work- 
ing to  restore  a  stable  supply  of  timber.  Retooling  and  secondary 
manufacturing  will  continue  to  occur  as  long  as  there  is  the  raw 
material  available  for  primary  manufacturing. 

Thank  you  for  your  time  and  attention  and  we  stand  ready  and 
willing  to  help  you  in  any  way  possible. 

[Mr.  Saperstein's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  We  thank  you,  Mr.  Saperstein.  Look,  you 
make  a  number  of  points  in  your  report  and  the  first  is  every 
member  of  the  Northwest  congressional  delegation,  just  as  you 
said,  has  got  to  be  held  accountable  for  trjdng  to  find  a  balance 
here,  a  proper  balance. 

Clearly,  the  administration's  plan  has  got  to  ensure  that  at  some 
level  we're  in  a  position  to  resume  allowing  harvests  and  get  in  a 
position  where  we  can  have  family  wage  jobs  and  trying  to  strike  a 
balance  is  obviously  going  to  be  the  challenge  that  our  congression- 
al delegation  is  going  to  spend  much  of  its  waking  hours  on  this 
upcoming  year. 

We'll  have  some  questions  for  you  here  in  a  few  moments. 

Mr.  Saperstein.  I  look  forward  to  them. 

Chairman  Wyden.  Mr.  Hanneman,  Public  Timber  Purchasers 
Group,  is  that  correct? 

TESTIMONY  OF  CRAIG  HANNEMAN,  PUBLIC  TIMBER 
PURCHASERS  GROUP 

Mr.  Hanneman.  That's  correct.  Thank  you,  Mr.  Chairman.  For 
the  record,  my  name  is  Craig  Hanneman.  I  am  employed  by 
Wyman  Industries,  but  today  I'm  speaking  on  behalf  of  the  Public 
Timber  Purchasers  Group.  I  will  keep  my  comments  brief,  but  I 
would  ask  that  this  statement,  along  with  its  attachment,  be  made 
part  of  the  record. 

Public  Timber  Purchasers  Group  is  an  Oregon  nonprofit  corpora- 
tion representing  purchasers  of  Federal  timber  that  have  a  bit 
more  than  500  employees  and  who  thus  are  ineligible  to  participate 
in  the  small  business  setaside  program. 

Currently,  PTPG  has  10  members.  There  was  a  time  when  we 
had  over  double  that  amount  that  represented  virtually  all  of  the 
largest  forest  products  manufacturers  in  the  United  States.  Most  of 
the  large  companies  who  no  longer  are  members  of  PTPG  also  no 
longer  purchase  any  significant  volumes  of  Federal  timber. 

The  reason  they  no  longer  purchase  significant  volumes  of  Feder- 
al timber  is  because  they  are  prevented  from  doing  so  by  operation 
of  the  small  business  setaside  program.  On  many  national  forests, 
the  base  share  has  reached  such  a  high  percentage  of  offered 
volume  that  it  is  not  possible  for  a  large  mill  operator,  formerly  de- 
pendent on  acquiring  a  significant  volume  of  national  forest 
timber,  to  sustain  a  particular  mill,  to  keep  that  mill  in  operation. 
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It  should  be  clearly  understood  that  mill  closures  have  not  been 
limited  to  mills  operated  by  small  businesses  and  that  .many  clo- 
sures of  mills  operated  by  large  businesses  have  been  directly 
caused  by  workings  of  the  setaside  program. 

PTPG  members  believe  that  their  employees,  which  are,  for  the 
most  part,  unionized,  are  as  entitled  to  their  jobs  as  much  as 
anyone.  Even  though  Public  Timber  Purchasers  Group  has  never 
been  an  advocate  of  the  setaside  program,  our  members  did 
hammer  out  and  in  1989  signed  with  the  small  business  sector  of 
western  industry  a  consensus  agreement.  The  Forest  Service  subse- 
quently revised  its  regulations  to  adopt  most  of  the  recommenda- 
tions which  were  made  by  the  consensus  agreement.  A  copy  of  that 
is  also  attached. 

In  view  of  the  rather  contentious  history  which  has  marked  the 
small  business  timber  sale  setaside  program,  Public  Timber  Pur- 
chasing  

Chairman  Wyden.  You've  got  to  be  kidding.  There's  never  been 
any  contention  over  this  issue. 

Mr.  Hanneman.  Twenty-five  years.  But  PTPG  does  strongly  ad- 
vocate that  no  changes  to  the  present  program  be  considered  or 
mandated.  The  setaside  program,  in  its  present  form,  already  de- 
parts greatly  from  allocations  of  timber  sales  which  would  result 
from  unfettered  working  of  the  free  market  system. 

Sales  of  the  Federal  timber  should  not  be  further  shackled  by  re- 
strictions or  prohibitions  on  purchase  of  Federal  timber  applicable 
to  disfavored  group  and  the  employees  of  that  group. 

I  thank  you  for  the  opportunity  to  comment. 

[Mr.  Hanneman's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Thank  you.  We  will  have  some  questions  in  a 
moment.  Obviously,  you  are  absolutely  right  with  respect  to  the 
contentiousness  level  of  the  setaside  program.  That's  one  of  the 
issues  that  needs  to  be  examined  as  we  talk  about  where  to  go  from 
here,  because  clearly  the  challenge  in  front  of  us,  and  I  think  virtu- 
ally all  of  you  an  agree  on  this  point,  is  that  we  know  that  we've 
got  a  tough  hand  that  has  been  dealt  us  and  the  question  is  how 
can  you  make  a  difficult  situation  better. 

It's  an  open  question  as  to  whether  or  not  you  ought  to  reopen 
some  of  these  kinds  of  issues  and  we're  going  to  want  to  explore 
this  in  some  questions  in  a  moment. 

Mr.  Jackson,  welcome. 

TESTIMONY  OF  CHARLES  V.  JACKSON,  BOARD  CHAIRMAN, 
OREGON  NATIVE  AMERICAN  BUSINESS  AND  ENTREPRENEURI- 
AL  NETWORK 

Mr.  Jackson.  Thank  you,  Mr.  Chairman.  For  the  record,  my 
name  is  Charles  Jackson  and  I'm  the  board  chairman  for  the 
Oregon  Native  American  Business  and  Entrepreneurial  Network, 
ONABEN  for  short.  I  have  with  me,  in  the  audience,  Mr.  Wes  Pat- 
terson, the  president  of  our  organization,  here  to  answer  any  ques- 
tions you  may  have. 

I  wish  first  to  thank  the  Chairman  for  your  continuing  interest 
in  helping  Oregon's  Indian  tribes  and  also  the  able  assistants  of 
your  staff.  We're  here  today  to  testify  regarding  the  Oregon  tribes' 
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efforts  to  diversify  their  economies  and  promote  Indian  entrepre- 
neurship  in  the  rural  communities  and  to  offer  some  of  our  success- 
es and  to  tell  you  about  some  of  our  challenges. 

I  would  first  request,  though,  that  the  hearing  record  be  held 
open  for  the  tribes  to  respond  directly  to  the  issue  of  retooling  mills 
for  secondary  manufacturing  and  the  impact  of  the  reduction  in 
timber  harvest  levels  in  their  economies. 

There  has  been  a  lot  of  discussion  this  morning  obviously  about 
President  Clinton's  $1.2  billion  economic  adjustment  plan. 

Chairman  Wyden.  Mr.  Jackson,  let  me  just  interrupt  and  say 
that  in  the  tradition  of  this  subcommittee,  we  will  hold  the  hearing 
record  open  for  45  days.  That  has  been  the  tradition  of  the  subcom- 
mittee for  witnesses  and  other  interested  parties  to  add  documents. 
Please  proceed. 

Mr.  Jackson.  Very  good.  Thank  you.  The  preliminary  indications 
we  have  are  that  the  Oregon  counties  that  have  significant  tribal 
communities  appear  not  to  be  included  in  the  first  round  of  eco- 
nomic adjustment  activity.  So  obviously  we're  very  interested  in 
that. 

Mr.  Chairman,  in  1987,  the  U.S.  Census  Bureau  found  only  330 
privately-owned  businesses  in  the  State  of  Oregon  and,  frankly,  I 
think  that's  a  high  estimate.  I  think  that's  lower  than  that. 

Oregon  tribal  communities  siiffer  from  high  unemployment 
levels,  between  20  and  40  percent,  and  we,  as  other  rural  communi- 
ties, suffer  from  stagnant  or  declining  economic  basis,  many  of 
them  dependent  on  natural  resources.  Oregon  tribes  know  that 
they  must  diversify  their  economies  away  from  Government  and 
encourage  private  sector  development  to  provide  jobs  for  the  people 
in  our  communities. 

In  1991,  three  Oregon  tribes — the  Grand  Ronde,  Klamath,  and 
Warm  Springs — met  to  identify  and  find  ways  to  overcome  barriers 
that  impede  private  sector  entrepreneurship  in  our  communities. 
The  most  fundamental  of  these  barriers  are  the  lack  of  business  ex- 
perience, the  lack  of  successful  role  models,  the  lack  of  on-site  tech- 
nical business  assistance  and  training  services  in  those  communi- 
ties, and  last,  but  not  least,  a  lack  of  access  to  debt  and  equity  cap- 
ital. 

We  also  have  determined  that  these  needs  are  not  adequately 
met  through  existing  public  or  private  resources,  whether  they 
may  be  Federal  programs,  including  SBA  or  MBDA,  or  State  or 
even  tribal  Government  programs. 

So  in  June  of  that  year,  ONABEN  was  established  by  these  three 
tribes  to  promote  successful  business  entrepreneurship.  We  have 
established  and  are  now  providing  a  small  business  greenhouse 
training  program,  where  we  provide  business  counseling  and  train- 
ing to  help  Native  American  prospective  business  owners  prepare 
viable  business  plans. 

In  1992,  we  were  awarded  a  grant  from  the  SBA  through  the  7(j) 
Program  and  to  date  we  have  trained  almost  120  clients  and  helped 
them  prepare  business  plans  that  are  various  stages  of  financing 
and  startup.  As  a  matter  of  fact,  to  date,  about  24  of  these  new 
business  startups  have  already  been  established. 

ONABEN  is  currently  working  with  the  SBA  to  extend  our  pro- 
gram throughout  the  entire  State  and  to  add  a  lending  component 
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utilizing  SBA's  new  microlending  program.  However,  we  do  find 
some  barriers  to  Federal  programs  that  I'd  like  to  point  out  to  you 
today. 

One  is  the  SBDC  funding  formula.  The  funding  formula  is  based 
on  population  and  the  fact  that  the  State  is  at  the  funding  cap.  The 
7(j)  funding  source  that  SBA  is  using  now  to  allow  us  to  operate 
our  programs  is  only  temporary.  But  we're  prevented,  because  of 
the  restrictions  in  the  statute,  from  getting  permanently  involved 
in  the  SBDC  Program. 

Another  problem  for  us  in  implementing  the  microloan  program 
is  the  exclusive  service  area  territory  interpretation  of  the  program 
implementation  regulations.  Another  barrier  is  the  apparent  finan- 
cial disincentives  for  small  nontraditional  microlenders  to  even  get 
involved  in  the  program.  For  instance,  the  first  Oregon  micro- 
lender.  Cascade  West  Financial  Services,  is  actually  projecting  a  5- 
year  operating  loss  to  be  involved  in  the  program. 

Finally,  Mr.  Chairman,  even  though  some  of  these  programs  are 
not  under  your  jurisdiction,  we  hope  that  you  could  work  with  your 
other  colleagues  in  the  other  committees  to  encourage  a  greater 
interagency  cooperation  and  coordination  for  programs  established 
and  operated  by  these  other  agencies,  similar  to  the  ones  the  SBA 
offers. 

[Mr.  Jackson's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Very  helpful,  Mr.  Jackson.  We  are  certainly 
anxious  to  work  with  the  other  committees,  but  don't  let  this  com- 
mittee off  the  hook,  because  you've  got  some  very  good  suggestions. 
We  have  discussed  them,  as  I  think  you  may  be  aware,  with  Erskin 
Bowles,  the  new  head  of  the  Small  Business  Administration,  and 
they  are  very  interested  in  a  number  of  the  ideas  that  you  all  are 
pursuing. 

I'm  particularly  interested  in  examining  the  possibility  of  you  all 
getting  a  waiver  from  the  SBA  Program  on  microloans,  because  I 
think  you've  got  something  there  that  could  really  make  a  differ- 
ence. Again,  in  terms  of  trying  to  use  scarce  resources  to  wring  out 
more  value  from  what  harvest — and  I  think  that's  a  program  with 
a  lot  of  potential. 

I  can  tell  you,  because  we  have  been  discussing  this  with  the 
head  of  the  SBA,  that  he's  taken  a  personal  interest  in  it  and  we're 
going  to  work  very  closely  with  you  on  it. 

Mr.  Jackson.  Thank  you. 

Chairman  Wyden.  Dr.  Bishop,  welcome. 

TESTIMONY  OF  ELLEN  BISHOP,  DIRECTOR,  OF  THE 
COMMUNITIES  AND  RIVERS,  PACIFIC  RIVERS  COUNCIL 

Dr.  Bishop.  Thank  you.  Mr.  Chairman,  thank  you  very  much  for 
your  interest  in  these  problems  and  also  for  Congresswoman 
Furse's  interest  in  them.  I'm  very  happy  to  be  here  today.  My 
name  is  Ellen  Bishop.  I'm  the  director  of  the  Communities  and 
Rivers  Program  for  the  Pacific  Rivers  Council. 

My  husband  and  I  own  a  small  ranch  with  timber  resources,  as 
well  as  grazing  resources  on  it,  outside  of  downtown  Medical 
Springs  in  northeast  Oregon,  which  is  between 
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Chairman  Wyden.  What's  the  population  of  that  metropolitan 
area? 

Dr.  Bishop.  Well,  let's  see.  If  you  count  the  cougar  tracks  that 
were  in  my  driveway  when  I  left  yesterday  morning,  there's  at 
least  one  cougar  out  there.  We  have  a  community  of  perhaps  25 
people  who  live  and  ranch  in  that  area.  We  also  have — we  are 
about  18  miles  from  a  town  called  Union,  which  is  a  town  which 
has  lost  its  timber  mill,  lost  its  Forest  Service  headquarters  there, 
has  recently  lost  its  restaurants,  is  busily  closing  its  drug  store, 
and  is  in  dire  financial  straits. 

Basically,  the  Pacific  Rivers  Council,  as  you  know,  is  a  regional- 
ly-focused national  organization  that  focuses  on  the  restoration  of 
ecologic  health  and  also,  at  the  same  time,  finding  new  ways  for 
sustainable  human  use  of  river-based  ecosystems  and  watersheds. 

We  are  particularly  interested  in  the  development  of  scientifical- 
ly sound  watershed  restoration.  That  also  creates  jobs.  As  you 
know,  the  President's  FEMAT  forest  plan  acknowledged  and  sup- 
ported our  restoration  strategy.  Basically,  we  believe  very  strongly 
that  nurturing  locally-grown  small  businesses  that  support  and  re- 
vitalize the  ecosystem  is  vital  to  long-term  both  ecosystem  restora- 
tion and  long-term  sustainability  of  those  communities. 

But  it  is  clear  that  within  the  Pacific  Northwest  today,  we  have 
neither  sustainable  ecosystems  nor  sustainable  communities.  I 
would  appreciate  it  if  you  would  incorporate  the  19  pages  of  writ- 
ten testimony  that  I  brought  with  me  today  into  the  record.  My 
comments  here  will  elaborate  and  sort  of  focus  on  some  of  those. 

Basically,  healthy  headwaters  and  a  healthy  forest  resource  is 
vital  to  maintaining  the  entire  river-based  ecosystem,  as  you  well 
know.  Yet,  traditionally.  Federal  land  management  policies  and 
Federal  business  policies  have  oftentimes  not  encouraged  the  in- 
vestment that  we  need  in  those  kinds  of  resources.  Federal  policies 
have  failed  to  assist  local  communities  in  development  ecologically 
sound  development  strategies  and  development  programs  and  in- 
stead have  focused  on  the  ecology  and  the  economy  as  being  two 
entirely  separate  systems. 

Basically,  what  we  need  is  an  entirely  new  land  and  water  man- 
agement approach  that  merges  ecological  restoration  and  sustain- 
able community  development.  I  will  make  some  suggestions  here  as 
to  how  we  might  begin  to  accomplish  that. 

The  Federal  restoration  funding  is  now  tied,  for  example,  to 
fiscal  year  calendar  constraints.  That  restoration  funding  should  be 
decoupled  from  that  process.  Basically,  right  now,  if  the  Forest 
Service  wishes  to  undertake  projects  in,  let's  say,  the  spring  quar- 
ter, sometimes  they  are  constrained  from  doing  that  because  their 
expenditures  must  be  equal  or  constrained  otherwise.  Yet,  you 
cannot  go  out  and  restore  watersheds  very  effectively  in  January. 

There  is  no  permanent  funding  mechanism  for  restoration  of  wa- 
tersheds. As  a  person  whose  background  is  primarily  in  geology,  I 
know  that  in  order  to  restore  watersheds,  we  need  to  look  over  a 
very  long  time  period,  not  just  a  5-year  time  period. 

I  think  that  communities  are  often  times  very  discouraged  in  un- 
dertaking both  economic  development  and  ecologic  restoration  be- 
cause they  see  these  funds  as  a  1  or  a  2-year  shot  and  they  feel 
very  cynical  about  the  possibilities  for  success  of  either  the  econom- 
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ic  restoration  or  the  ecologic  restoration,  and  that  needs  to  be 
changed. 

Agency  personnel,  including  agency  economic  development  per- 
sonnel, are  oftentimes  there  for  a  2-  or  5-year  period  and  after  that 
they  have  to  leave  the  area  in  order  to  progress  through  the 
agency.  That  is  oftentimes  very  destructive  to  programs  that  they 
start  or  initiate.  My  husband  resigned  from  the  Forest  Service  as  a 
district  ranger  because  he  could  not  stay  in  that  district  and  main- 
tain the  programs  that  he  had  started  and  also  maintain  the  com- 
munity bonds  that  they  developed.  Those  sorts  of  things  are  impor- 
tant. 

Restoration  must  basically  be  driven  by  ecosystem  needs  as  op- 
posed to  budgetary  needs  of  each  forest.  We  need  to  begin  to  link 
things  on  a  watershed  basis.  Agency  plans  are  oftentimes  not  inte- 
grated and  while  we  are  not  here  to  specifically  discuss  agencies, 
we  find  also  that  agencies,  including  the  Soil  Conservation  Service, 
are  intimately  tied  to  watershed  restoration  and  the  Forest  Service 
is  intimately  tied  to  economic  development,  and  the  leads  of  those 
agencies  are  oftentimes  followed  by  the  community. 

We  find  also  that  Federal  contracting  processes  are  oftentimes 
flawed.  In  other  words.  Federal  contracts  for  road  building,  Federal 
contracts  for  forest  management  practices,  as  well  as  private  con- 
tracts, are  often  undertaken  on  a  larger  scale  than  local  contrac- 
tors can  handle.  We  need  contracts  that  are  based  on  $100,000  or 
less  so  that  someone  who  has  one  cat  and  two  backhoes  can  go  out 
and  undertake  some  of  these  projects  on  a  local  basis.  These  are 
the  people  who  live  in  the  communities.  They  are  the  people  who 
know  the  forest  and  they  are  also  the  people  who  need  to  learn  in 
a  new  way,  through  their  work,  how  to  maintain  that  forest 
system. 

We  need  training  programs  for  contractors  and  workers  and  per- 
haps some  mechanism  in  which  we  can  start  schools  within  those 
communities  as  business  enterprises  to  help  train  people,  ways  that 
we  can  use  existing  schools  to  help  train  people. 

The  operators  who  are  out  there,  if  they  are  not  trained  correctly 
in  the  better  timber  harvest  practices,  they  oftentimes,  in  a  very 
short  period  of  time,  can  do  far  more  damage  than  good,  even  in  a 
restoration  project,  and  the  same  is  true  of  people  who  are  grazing 
and  people  who  are  in  agriculture. 

We  also  need  to  help  train  some  agency  personnel.  They  are  of- 
tentimes looked  at  as  the  leaders  of  the  communities,  but  people  in 
the  Soil  Conservation  Service  and,  to  some  degree,  Forest  Service, 
as  well,  are  not  as  appraised  of  some  new  strategies  as  they  should 
be.  Those  agencies.  Bob  Brown,  head  of  SCS  here  in  Oregon,  has 
specifically  mentioned  that  they  need  to  have  better  training  for 
their  staff  so  that  they  can  be  leaders  in  the  community. 

In  terms  of  various  effective  community-based  restoration  and 
development,  basically  the  kinds  of  things  that  I  see  as  a  person 
who  lives  in  a  community  and  tries  to  work  on  a  day-to-day  basis 
with  these  folks  is  basically  that  few  rural  communities  have  stra- 
tegic plans  for  the  long-term  development  that  include,  as  a  con- 
cept, a  concept  of  restoration  and  sustainability. 

They  tend  to  separate  these  things,  as  I've  said  before.  Further- 
more,  because   they   separate   these   things   and  because   Federal 
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agencies,  such  as  the  Forest  Service,  have  a  policy  that  says  that 
they  will  only  fund  projects  which  are  part  of  a  rural  community's 
plan,  that  oftentimes  these  communities  are  not  encouraged  to  link 
sustainable  development  and  new  projects,  they  will  look  at  some- 
thing that  is  a  regional  strategy. 

The  Forest  Service  is  handicapped  by  the  need  to  fund  only  re- 
gional strategies  and,  therefore,  communities  just  simply  maintain 
the  separation  of  these  things. 

One  or  two  other  examples  from  my  own  experience.  We  have  in 
northeast  Oregon  a  school  system  that  we'd  very  much  like  to  start 
an  entrepreneurial  program,  remanufacturing  either  small  wood  or 
other  wood  products,  to  train  their  workers  to  establish  new  indus- 
tries as  these  students  go  out,  but  there  is  no  funding  for  that  kind 
of  thing. 

We  also  have  a  lot  of  people,  farmers,  for  example,  who — we 
have  one  farmer  who  is  growing  a  nonirrigated  bean  product.  He  is 
linked  with  a  local  entrepreneur  who  is  going  to  turn  this  into  a 
high  value,  high  quality  Mexican  food  product.  There  is  no  mecha- 
nism for  these  people  to  get  either  a  low  interest  loan  or  something 
that  they  would  very  much  like  to  have,  and  that  is  a  no-fault  loan 
that  says  if  you  try  this,  you  have  a  good  business  plan,  in  3  years 
it  succeeds,  you  pay  the  money  back;  in  3  years,  if  it  fails,  we  treat 
it  as  a  grant. 

Those  kinds  of  innovative  funding  opportunities  that  are  linked 
to  sustainable  development  and  linked  to  the  ecosystem  and  linked 
to  human  use  of  that  ecosystem  in  a  sustainable  manner  need  to  be 
developed. 

Thank  you  very  much. 

[Dr.  Bishop's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Very  helpful.  We'll  have  some  questions  in  a 
few  moments.  An  excellent  panel.  Ms.  Probst,  welcome. 

TESTIMONY  OF  ALANA  PROBST,  DIRECTOR,  ECONOMIC 
DEVELOPMENT  FOR  ECOTRUST 

Ms.  Probst.  Thank  you,  Mr.  Chairman,  for  inviting  me.  I'd  like 
to  tell  you  a  little  bit  about  who  we  are,  what  we're  doing  and  how 
you  can  help. 

I  am  not  going  to  stick  to  the  written  testimony  that  I  gave  you, 
but  in  order  to  be  brief,  I'll  just  speak  about  what  we're  doing. 
Again,  my  name  is  Alana  Probst.  I'm  the  director  of  Economic  De- 
velopment for  Ecotrust.  Ecotrust  is  a  conservation-based  develop- 
ment organization.  We  focus  Tempest  Rain  Forest  from  Alaska  to 
northern  California. 

We're  on  the  ground  in  four  communities.  The  community  that  I 
work  specifically  is  in  Willapa  Bay,  Washington.  It's  at  the  south- 
west corner  of  Washington. 

I  also  have  to  say  I'm  from  a  fourth  generation  timber  family.  I 
recognize  the  issues  that  are  involved  in  these  difficult  times. 

I  have  been  working  with  Ecotrust  and  with  our  partners,  the 
South  Shore  Bank  in  Chicago,  for  the  last  2  or  3  years  to  develop  a 
strategy  to  meet  the  specific  needs  of  this  unique  region,  the  re- 
sources that  we  have  here,  the  change  in  the  environment,  as 
we've  seen  it,  and  also  to  look  at  opportunities  for  using  environ- 
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mentally-responsible  businesses  to  both  return  economic  reward  to 
the  community,  but  also  something  to  the  environment  and  to  res- 
toration. 

That's  what  our  task  has  been.  We've  created  a  very  unique 
strategy.  We  believe  that  economic  development  really  begins  with 
demand  and  that  if  no  one  is  willing  to  buy  the  product,  it's  not 
worth  making.  So  starting  with  demand,  we  began  looking  at  how 
environmentally-responsible  businesses  can  sell  their  products. 
What  we  found  is  that  there's  a  very  large  and  emerging  green 
market  in  this  country.  It's  $110  billion  a  year. 

These  are  people  who  are  willing  to  buy  products  because  they're 
clean,  healthy  or  environmentally  responsible  in  some  manner.  We 
recognize  that  that's  a  growing  market  and  it's  been  doubling  over 
the  years.  We  can  also  see  that  environmentally-responsible  busi- 
nesses can  better  prosper  if  they're  linked  with  this  green  market, 
and  many  times  that  doesn't  exist,  even  though  we  see  beautiful 
areas,  clean  areas,  like  the  one  that  I  work  in. 

Yet  no  one  in  the  country  knows  that  you  can  buy  the  cleanest 
oyster  in  the  world  right  there.  We  have  to  get  those  products  to 
the  people  who  will  recognize  the  value  of  them. 

We  also  believe  that  there  is  a  positive  impact  to  the  environ- 
ment when  you  support  businesses  that  are  environmentally  re- 
sponsible. For  example,  those  same  people  who  are  growing  the 
oysters,  they  have  a  vested  interest  in  keeping  that  bay  clean. 
That's  their  business. 

So  by  supporting  their  activities  and  helping  them  get  to  market, 
we  know  that  we  have  a  way  of  supporting  the  environment,  too, 
which  has  big  benefits  not  just  to  the  oyster  growers,  but  to  the 
tourist  industry  businesses  to  the  wood  products  businesses  to  the 
farming  business  to  every  business  that  relies  on  resources  from 
the  area,  the  natural  resources. 

So  what  we  have  done  is  we've  formed  community  organizations, 
called  the  Willapa  Alliance.  It's  made  up  of  people  from  warehous- 
ing, from  fisherpen  from  the  bay,  from  cranberry  growers,  local 
business  people  in  tourism,  ministers,  all  the  people  of  the  commu- 
nity, including  environmental  organizations  and  nature  conserva- 
tion and  Ecotrust  are  represented. 

We  work  to  develop  plans.  We  have  a  1,000-year  strategy.  Our 
1,000-year  plan  involves — we're  only  in  the  second  year,  but  our 
1,000-year  plan  involves  beginning  by  looking  at  the  opportunities 
for  dislocated  workers  from  the  area  and  respond  to  those  opportu- 
nities. We  recognize  that  those  people  who  have  been  dislocated 
have  been  working  for  large  industries  in  the  most  part  or  in  the 
fishing  industry,  which  could  be  small  businesses  and  those  skills 
can  be  transferred,  but  they  have  special  needs. 

To  develop  entrepreneurs  from  this  base  is  a  long  and  difficult 
process  and  we  need  help  in  being  able  to  make  that  happen.  We 
also  recognize  that  we're  working  in  small  populated  areas  and  we 
have  big  expensive  programs  that  we  need.  So  we  have  to  figure 
out  a  way  that  those  small  populations  can  link  into  something 
larger  that  will  get  services  down  to  those  areas. 

What  we  have  developed  is  a  plan  to  buy  a  bank.  We're  going  to 
buy  a  bank  called  First  Environmental  Bank.  It's  going  to  be  a  per- 
manent  development   institution.    It   will   work  from  -within   the 


25 

whole  Tempest  Rain  Forest.  We've  already  begun  activities  by 
starting  eco-deposits,  where  people  throughout  the  country  can  de- 
posit money  into  this  bank,  into  regular  savings  or  checking  ac- 
counts, and  those  dollars  can  be  then  used  to  make  loans  to  envi- 
ronmentally-responsible businesses. 

Our  first  on-the-ground  activity  is  through  a  marketing  organiza- 
tion where  we  have  a  revolving  loan  fund  to  deal  with  exactly  the 
problems  that  Ellen  was  talking  about. 

Dr.  Bishop.  But  you're  west  side. 

Ms.  Probst.  Yes.  A  revolving  loan  fund  to  deal  with  high  risk  or 
unusual  business  activity  in  which  we  don't  know  the  answers, 
whether  or  not  it  will  be  successful.  We  also  have  a  marketing 
service  which  will  take  those  products  to  the  national  markets  and 
we  have  technical  assistance  for  business  people  who  may  make  a 
good  product,  but  not  know  how  to  keep  their  books  or  who  may 
have  a  problem  with  diversification  into  a  more  highly  value-added 
program. 

I  could  go  on,  but  I  feel  that  my  time  is  up. 

Chairman  Wyden.  Very,  very  interesting.  I  was  telling  Mr.  Jen- 
ning  it's  fine  to  talk  green  in  the  abstract  or  to  talk  pie-in-the-sky, 
but  it  seems  to  me  what  you  all  are  doing  is,  in  effect,  taking  the 
basic  principles  of  the  community  development  bank,  something 
that  there  is  a  fair  amount  of  experience,  and  getting  at  the  nuts 
and  bolts  of  actually  how  you  would  do  it  to  promote  some  of  these 
environmental  values. 

A  very  interesting  idea.  We'll  also  have  questions  in  a  moment. 
Appreciate  it.  Mr.  Kostopulos,  am  I  pronouncing  your  name  right? 

Mr.  Kostopulos.  Yes,  you  are. 

Chairman  Wyden.  All  right.  Welcome.  In  a  lot  of  ways,  it's  very 
fitting,  I  think,  that  we  wrap  up  with  you  because  I  know  you  have 
focused — I'm  sorry — the  second  to  last,  but  we  have  you  toward  the 
end  because  I  know  you've  looked  at  some  of  the  organizational 
kinds  of  questions  of  how  you  would  do  some  of  the  interesting 
ideas  that  Dr.  Bishop  and  others  have  talked  about.  So  welcome. 

TESTIMONY  OF  GUS  KOSTOPULOS,  EXECUTIVE  DIRECTOR, 
WOODNET,  PORT  ANGELES,  WASHINGTON 

Mr.  Kostopulos.  Thank  you.  I'll  need  a  little  assistance  to  shut- 
tle some  of  my  visual  aids  back  and  forth,  so  if  this  gentleman  will 
please  stand  by.  We  only  have  a  few  minutes  and,  as  a  result,  I 
intend  to  appeal  to  all  five  of  your  senses,  literally  and  figuratively. 

WoodNet  is  an  organization  established  in  March  1991  through  a 
3-year  grant  from  the  Northwest  Area  Foundation,  a  private  non- 
profit organization.  We  ourselves  are  a  Washington  State  private 
nonprofit  organization. 

Outlined  in  blue  on  this  map  you  will  see  the  State  of"  Washing- 
ton. Outlined  in  red,  in  the  Northwestern-most  corner,  is  the  four- 
county  territory  called  the  Olympic  Peninsula,  the  territory  that 
we  serve.  This  is  a  very  rural,  very  timber-impacted,  very  remote 
region.  It  faces  the  same  kinds  of  problems  that  many  of  the  people 
who  have  already  address  this  committee  have  discussed. 

We  have,  in  a  course  of  a  relatively  short  time,  IVi  years,  taken 
what  was  little  more  than  a  concept,  flexible  manufacturing  net- 
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works,  and  developed  it  into  an  organization  whose  membership 
now  exceeds  300  Olympic  Peninsula  wood  products  manufacturers. 
WoodNet  works  with  these  manufacturers  to  form  them  into  net- 
works firms,  networks  that  help  them,  these  small  independent 
manufacturers,  collaborate  whenever  it's  appropriate,  financially 
appropriate  for  them  to  do  so  in  order  to  solve  common  problems 
or  to  take  advantage  of  common  opportunities. 

Additionally,  WoodNet  assists  its  members,  whether  acting  alone 
or  in  groups,  in  producing  high  quality  value-added  wood  products 
for  a  variety  of  niche  markets.  As  an  example — and  I  apologize  for 
this  being  a  little  bit  messy— this  is  Excelsior.  It's  made  from  a 
waste  product  at  shake  and  shingle  mills.  But  I  should  add  to  the 
comment  made  by  Mr.  Ford  earlier  you  won't  have  waste  product 
from  a  shake  and  shingle  mill  unless  you  have  a  shake  and  shingle 
mill  that  has  access  to  the  raw  material  they  need. 

Also,  out  of  that  same— that's  a  packing  material,  by  the  way. 
It's  also  used  in  cedar  dog  beds.  That  same  firm  not  only  manufac- 
tures that  product,  but  cooks  cedar  and  manufacturers  this  prod- 
uct, which  should  appeal  to  your  smell  senses.  It's  a  cedar  oil 
spray. 

Chairman  Wyden.  I've  got  such  a  bad  cold  that  you  may  have  to 
identify  which  sense  you  are  appealing  to. 

Mr.  KosTOPULOS.  Very  good.  I  even  brought  samples  of  salmon. 
This  is  alder-smoked  salmon.  One  of  our  mills  sells  its  waste  mate- 
rial to  this  firm,  which  is  also  on  the  Olympic  Peninsula,  and  we 
even  use  the  smoke. 

I  guess  the  impression  I'm  trying  to  give  you,  Mr.  Chairman,^  is 
that  we're  not  wasting  the  material  on  the  peninsula  and  we're 
certainly  filled  with  incredibly  great  ideas  about  things  to  do,  in- 
cluding material  much  like  the  etch-glued  and  finger-joint  material 
that  you  saw  earlier,  as  well  as  veneers. 

I  submit  to  you  that  the  producers  on  the  Olympic  Peninsula's 
products  are  even  better  than  Mr.  Ford's. 

We  have  many  out  of  work  loggers  on  the  Olympic  Peninsula. 
They're  very  ingenious  individuals.  One  fellow  recently  came  to  see 
us  and  he  can't  log  anymore.  The  work  isn't  there.  He's  purchased, 
for  $250,  a  salvage  sale  on  the  peninsula.  He  cuts  out  of  that  sal- 
vaged cedar  material,  which,  by  the  way,  he  removes  from  the  site 
through  helicopter  logging,  he  cuts  these  into  about  36-inch 
lengths. 

He  cuts  them  into  flinches.  He  drives  them  in  a  mill,  a  small 
kiln  that  one  of  our  members  handmade,  and  those  dried  flitches 
then  get  cut  into  this  squared  material,  which  then  gets  run 
through  a  dolly  machine,  and  that  product  is  an  aeroshaft.  Even  in 
its  current  form  right  in  your  hands,  that's  a  90-cent  product. 

Once  it's  fletched,  finished  and  tipped 

Chairman  Wyden.  You  said  these  are  90  cents. 

Mr.  KosTOPULOS.  That's  correct.  Each  of  these  blocks  generates 
48  of  those  things  and  once  it's  finished,  once  that  arrow  is  manu- 
factured to  its  finished  form,  that's  a  $5-dollar  product,  in  its  finest 
forms.  I'm  off  track  already.  That  always  happens  to  me. 

At  the  same  time  that  we  encourage  our  members  to  work  to- 
gether, we  encourage  them  to  remain  independent.  We  aren't  going 
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to  be  able  to  talk  them  out  of  that  in  any  case.  If  you'd  met  people 
on  the  peninsula,  you'd  understand  why. 

These  firms  manufacture  so  many  products  it's  impossible  to  list 
them.  I'll  suggest  just  some  categories  to  you;  construction  products 
of  all  kinds,  garden  products,  arts  and  crafts,  home  furnishings, 
kitchenware,  marine  products,  millwork,  and  everything  from 
rough  green  cants  up  to  edge  and  in-glued  panels,  edge  and  finger- 
jointed  panels,  as  we've  suggested  here. 

They  get  together  and  engage  in  a  variety  of  activities  together 
that  none  of  them  could  do  separately.  A  perfect  example  of  this, 
Mr.  Chairman,  is  this  wholesale  buyer's  guide  to  products  made  in 
the  Olympic  Peninsula.  These  people  each  kicked  in  $225,  with 
help  from  others,  some  of  whom  are  in  the  room  here  today,  State 
and  Federal  and  other  private  nonprofit  organizations. 

We  were  able  to  produce  a  wholesale  buyer's  guide  that  was 
shipped  to  8,500  wholesale  buyers  across  the  country.  This  guide  is 
putting  real  orders  in  the  hands  of  our  people.  However,  they  face 
additional  problems,  and  that  is  that  they  need  access  to  the  cap- 
ital and  the  technology  that  enables  them  to  do  what  they've  basi- 
cally done  by  the  seat  of  their  pants  so  far.  They  need  additional 
assistance  and  they  need  access  to  technologies. 

We're  working  right  now  on  our  largest  project.  It's  called  the 
Manufacturing  Technology  Center.  Thanks  to  a  $248,000  grant 
from  the  EDA,  we're  starting  now  on  a  feasibility  study  that  will 
help  us  to  prove  that  this  kind  of  facility  can,  in  fact,  deliver  the 
kinds  of  help  that  our  people  most  desperately  need. 

The  manufacturing  center  will  take  one  of  the  resources  on  the 
peninsula  that  is  currently  underutilized,  namely  our  human  re- 
source, and  it  is  currently  undertrained,  and  train  them  in  the 
skills  of  computer-aided  design,  computer-aided  manufacturing,  and 
the  skills  in  using  computer-controlled  equipment,  in  order  to  con- 
tinue to  be  moving  forward  in  the  manufacture  of  high  value-added 
products. 

We  face  a  lot  of  additional  problems,  marketing-related,  technolo- 
gy-related, capital-related,  but  I  think  this  single  facility  poses  an 
excellent  opportunity  for  the  SBA  to  perhaps  study  and  implement 
a  joint  project  between  the  SBA  and  WoodNet,  where  we  can  take 
these  members  who  will  use  the  capacity  of  this  shared-use  facility 
and,  upon  graduating  from  the  facility,  be  able  to  go  to  banks  with 
real  histories  of  the  production  of  more  value-added  product  and  be 
able  to  borrow  money  based  on  the  real  numbers  rather  than  blue- 
sky  projections. 

I  think  this  poses  an  opportunity  for  innovation.  I  invite  the  SBA 
committee  to  work  with  us  to  craft  such  a  program. 

Winding  up,  let  me  suggest  that  the  committee  should  also  keep 
the  following  things  in  mind.  The  research  and  development  needs 
of  our  members  can't  be  funded  through  loans.  We  will  need  out- 
right grants  in  those  cases.  Many  of  our  borrowers'  existing  collat- 
eral is  either  already  pledged  or  it's  obsolete  due  to  recent  changes 
in  the  industry.  An  old  mill  doesn't  have  equipment  that  will  act 
as  collateral  for  most  of  the  conventional  loans  that  are  out  there 
right  now. 

Many  excellent  credit  records  have  been  severely  damaged  due 
to  the  recent  adverse  economic  conditions  on  the  peninsula,  thanks 
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to  weak  markets  and  thanks  to  the  Spotted  Owl  and  other  condi- 
tions. Many  borrowers  in  our  small  organization  need  loans  much 
lower  than  the  minimums  offered  by  traditional  banks.  A  prefer- 
ence might  be  given  to  borrowers  who  seek  to  invest  in  new  value- 
added  industries  rather  than  divesting  or  jumping  out  of  the  wood 
products  industry  entirely. 

One  of  the  ways  we  try  to  accomplish  this  is  to  work  with  the 
Cascadia  revolving  loan  fund,  a  fund  much  like  the  fund  that 
Alana  talked  about  earlier.  I  would  suggest,  sir,  that  the  committee 
may  behoove  itself  or  do  very  well  to  consider  the  possibility  of 
working  with  these  community-based  nonprofit  organizations  in 
ways  that  will  enable  them  to  loan  money  to  the  people  who  trust 
those  groups,  not  their  conventional  banks  in  their  communities. 

Finally,  WoodNet  and  its  members  look  to  you  for  support.  If  you 
agree  with  us  that  the  work  we've  done  so  far  is  useful,  help  us 
move  forward  with  it.  If  you  agree  that  even  the  very  tiny  mem- 
bers— we  have  40-member  firms,  40-employee  firms  at  the  largest. 
If  you  agree  that  they  need  access  to  the  capital,  then  help  us  to 
craft  programs  that  will  give  them  meaningful  access  to  the  help 
that  the  SBA  can  and  should  provide. 

I  apologize  for  going  over  my  limit  and  thank  you. 

[Mr.  Kostopulos'  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Very,  very  helpful.  You  have  dazzled  my 
senses,  even  with  a  cold.  I've  been  a  strong  supporter  of  the  manu- 
facturing network  concept.  The  subcommittee  spent  a  lot  of  time 
trying  to  clear  out  some  of  the  regulatory  underbrush,  the  anti- 
trust laws  and  others,  so  that  we  could  have  manufacturing  net- 
works. 

The  fact  of  the  matter  is  that  for  small  businesses,  the  name  of 
the  game  is  access  to  capital  and  getting  that  bundle  of  resources 
together,  and  the  Government  has  got  to  look  at  new  ways  to  help. 

One  of  the  things  I'm  very  pleased  with  in  the  NAFTA  legisla- 
tion, I  was  able  to  get,  as  part  of  the  accompanying  legislation,  the 
unemployment  law  change  so  that  people  who  are  laid  off,  say  laid 
off  in  a  mill,  could  use  a  portion  of  their  unemployment  benefits, 
possibly  in  conjunction  with  others.  They  could  pool  that  money  for 
purposes  of  trying  to  get  capital  to  start  a  small  business. 

So  if  you  had  a  group  of  people — I  know  your  area,  Forks  and 
others.  If  they  were  laid  off  in  a  timber  mill,  they  could  take  a  por- 
tion of  their  unemployment  benefits,  pool  those  dollars,  possibly  get 
some  help  from  a  relative,  possibly  get  a  small  bank  loan,  possibly 
look  to  the  Small  Business  Administration. 

Then  all  of  a  sudden  instead  of  unemployment  just  being  a  main- 
tenance program  for  unemployed  timber  workers  in  our  region,  it 
could  be  a  trampoline  where,  in  effect,  you  could  get  out  into  entre- 
preneurships.  So  you  are  sending  a  story  that  I  think  is  especially 
important. 

We'll  have  some  questions  for  you  in  a  moment.  Thank  you  for 
all  the  wares.  I'm  not  sure  under  the  new  ethics  rules  what  of 
these  I  can  keep.  But  our  former  Senator,  I  think,  Dick  Newburger 
said  it  pretty  well.  If  you  could  eat  it  in  one  sitting,  it  was  probably 
all  right. 

So  we'll  have  to  look  at  who  is  going  to  get  these,  but  we  thank 
you  for  the  excellent  presentation. 
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Mr.  KenCairn,  my  apologies  for  having  overlooked  you. 

TESTIMONY  OF  BRETT  KENCAIRN,  EXECUTIVE  DIRECTOR, 
ROGUE  INSTITUTE  FOR  ECOLOGY  AND  ECONOMY 

Mr.  KenCairn.  Congressman,  it's  hard  to  go  last  and  I'm  sure 
even  Billy  Graham  wouldn't  want  to  go  last  after  Gus,  but  I'll  do 
my  best. 

I'd  like  to  visit  very  briefly— well,  for  the  record,  my  name  is 
Brett  KenCairn.  I'm  the  executive  director  for  the  Rogue  Institute 
for  Ecology  and  Economy.  We're  a  nonprofit  organization  based  in 
Southern  Oregon.  We've  been  around  since  1989.  We  were  formed 
with  a  mission  to  try  to  bring  together  the  timber  worker  commu- 
nity and  environmental  community  to  try  to  find  common  solutions 
to  the  timber  crisis. 

Presently  we're  very  involved  also  in  the  Applegate  Partnership 
and  our  work  on  the  500,000-acre  watershed  in  the  Applegate  area. 
A  lot  of  my  remarks  are  coming  out  of  our  experience  there. 

The  first  thing  I'd  like  to  do  is  visit  briefly  this  issue  of  primary 
forest  management.  I  know  that  the  focus  of  this  hearing  is  second- 
ary products,  but  I  think  we  shouldn't  overlook  the  important  em- 
ployment opportunities  that  ecosystem  management  is  going  to 
create  in  primary  forest  management. 

About  9  months  ago,  we  conducted  a  survey  or  a  study  of  the  Ap- 
plegate watershed  and  what  implications  a  shift  to  ecosystem  man- 
agement would  have  on  employment.  Our  initial  assessment  using 
the  best  data  that  we  could  get  from  the  Forest  Service  and  the 
BLM  there  is  that  ecosystem  management  could,  in  fact,  generate 
up  to  20  to  30  percent  more  jobs.  A  summary  of  that  study  is  at- 
tached to  my  testimony. 

One  of  the  implications  of  this  for  the  Federal  Government  is 
that,  in  fact,  the  implementation  of  forest  management  may  be  the 
most  powerful  economic  tool  that  you  have  available  to  you.  To  il- 
lustrate this,  I'd  note  that  in  last  year's  Forest  Service  budget, 
there  was  nationally  $5.5  million  for  rural  development. 

Our  own  Rogue  force  that  manages  the  800,000  acres  in  our  area 
probably  spent  three  or  four  times  that  much  money  managing  for- 
ests. The  question  is  did  we  use  that  money  in  a  way  that  could 
satisfy  both  the  ecosystem  management  objectives  and  the  commu- 
nity development  objectives. 

I  would  suggest  that  if  we  look  at,  as  several  of  the  speakers 
have  mentioned,  and  rethink  our  contracting  procedures,  we  could 
actually  achieve  both  objectives  at  once.  This  will  entail  shifts  to 
new  types  of  contracting,  multitask  contracting,  stewardship  con- 
tracting, and  contracting  which  gives  more  preference  to  local 
people. 

We  have  many  concepts  already  developed  on  this,  as  well  as  sev- 
eral other  organizations  here.  So  if  you  need  more  information, 
we'll  be  happy  to  provide  that. 

I  think  the  second  lesson  that  we've  learned  from  the  Applegate 
Partnership  is  that  product  manufacturing  is  largely  dependent  on 
what's  going  to  come  out  of  ecosystem  management,  and,  as  of  yet, 
we  don't  really  know  much  about  that.  Right  now,  as  we  try  to  con- 
duct ecological  assessments  that  will  tell  us  what  kinds  of  product 
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flows  we  will  have  under  this  new  management  system,  it's  been 
very  difficult  to  get  the  priorities  and  mandates  of  the  agencies 
who  have  the  resources  to  do  these  assessments  to  actually  get  di- 
rected on  this  task. 

So  if  we  don't  get  more  of  a  priority  place  in  the  ecological  as- 
sessments, we  won't  know  what  kind  of  product  flows  we're  going 
to  have  to  feed  the  industries  that  are  in  our  communities. 

I  think  that  this  also  underscores  the  issue  of  community  assess- 
ments; that  if  we're  really  going  to  do  effective  ecological  manage- 
ment, we  also  have  to  know  what  the  conditions  of  our  communi- 
ties are.  To  do  that,  we're  going  to  need  comprehensive  community 
assessments  that  rival  the  ecological  assessments  that  are  neces- 
sary to  do  ecosystem  management. 

I  think  that  really  begs  the  question  of  who  represents  the  com- 
munities. Now,  we  have  many  representatives  here  of  industry  and 
others  who  speak  for  the  communities  in  certain  ways,  but  we 
shouldn't  mistake  that  with  the  communities  themselves.  Unless 
we  conduct  these  comprehensive  community  assessments,  we  won't 
really  get  the  voices  and  interests  of  the  entire  community  into 
this  dialog. 

Finally,  I'd  like  to  talk  briefly  about  the  green  product  category. 
As  Alana  has  mentioned,  it  is  an  enormous  and  burgeoning 
market.  When  we  first  started  3  or  4  years  ago  thinking  about  the 
idea  of  a  certification  program  for  green  forest  products,  we 
thought  it  was  a  pretty  novel  idea  that  we  were  the  only  ones 
working  on.  But  as  it  turns  out,  there  were  actually  four  or  five 
organizations  around  our  country  and  then  across  the  world. 

Well,  subsequent  to  that — in  fact,  this  year,  we  helped  in  the 
founding  of  an  international  organization  that's  now  coordinating 
certification  monitoring  for  groups  around  the  world,  called  the 
Forest  Stewardship  Council,  and  just  2  weeks  ago  participated  in 
the  founding  of  the  Pacific  Certification  Council,  which  will  coordi- 
nate the  other  certifiers  throughout  the  region. 

The  point  here  is  that  for  there  to  be  a  green  forest  products 
market,  there  has  to  be  independent  verification  of  the  claims 
made  there.  This  is  not  something  that  the  Government  is  going  to 
be  able  to  handle  and  so  it's  going  to  have  to  look  at  supporting 
and  encouraging  these  nongovernmental  organizations  who  are 
going  to  verify  the  claims  of  green  products. 

To  do  that,  I  think  the  Government  has  a  unique  opportunity 
also  in  directing  some  of  its  resources  and  technical  support  to 
green  labeling  projects  and  products  from  Federal  lands.  We've  ac- 
tually been  approached  by  several  Federal  land  management  agen- 
cies in  southern  Oregon  about  possibly  certifying  Federal  lands 
projects  there.  This  could  give  an  enormous  jump  start  to  the  green 
market. 

We  have  other  suggestions  which  are  in  our  testimony  about  sup- 
port for  small  businesses  in  the  various  five  categories,  for  exam- 
ple, that  Mr.  Daffner  has  mentioned.  I  will  leave  that  for  the  testi- 
mony, since  Mr.  Daffner  has  done  a  fine  job  there,  and  offer  any 
support  through  questions. 

Chairman  Wyden.  Just  out  of  curiosity,  was  it  tough  to  get  the 
traditional  timber  companies  interested  in  some  of  these  green  cer- 
tificate programs  you're  talking  about? 
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Mr.  KenCairn.  Well,  it's  kind  of  an  amusing  story,  actually. 
When  we  first  started  in  this  3  years  ago,  nobody  would  pay  any 
attention  to  it  and  they  thought  it  was  just  sort  of  a  fluke  and  tried 
to  ignore  it  in  hope  that  it  would  go  away. 

It  was  interesting  that  when  an  AP  reporter  did  a  story  about  us 
this  last  fall  in  the  certification  program,  he  called  around  to  talk 
to  Warehouser  and  Boise  Cascade  and  other  of  the  bigs  about  what 
they  thought  about  certification.  Much  to  our  surprise,  they  all 
mentioned  that  they  were  actually  going  to  be  within  certification 
in  the  next  couple  of  years. 

Now,  I'm  not  sure  whose  certification  program  they  were  going 
'  to  be  a  part  of,  but  they  were  all  saying  that  they  were  going  to  be 
certified  in  one  way  or  another. 

Chairman  Wyden.  Well,  you're  saying  that  the  Federal  laborato- 
ries could  have  a  role  in  the  certification  process.  Is  that  the  kind 
of  concept  you're  advocating? 

Mr.  KenCairn.  I'm  actually  suggesting  that  we  should  encourage 
the  Federal  land  managers  to  offer  up  sites,  especially  those  that 
are  being  developed  under  ecosystem  management,  as  prototypes  of 
green  management.  This  would  actually  offer  two  advantages,  I 
would  think,  both  that  it  would  rebuild  lost  credibility  for  the  Fed- 
eral agencies  and  it  could  jump  start  the  rjiarket. 

We  need  to  create  a  substantial  volume  of  green  product  out 
there  to  get  the  markets  moving. 

[Mr.  KenCairn's  statement  may  be  found  in  the  appendix.] 
Chairman  Wyden.  Very  helpful.  All  of  you  have  been  excellent 
and  this  has  really  been  a  good  way  to  launch  really  the  first  con- 
gressional oversight  hearing  of  the  economic  development  plan. 

We're  going  to  have  Mr.  Tuchmann  and  others  later  on  to  take 
us  through  more  of  the  details.  But  let  me  start  with  the  witnesses 
at  this  end  of  the  table  right  now. 

It  is  obvious  that  Federal  timber  harvest  policies  are  changing 
very  dramatically.  People  can't  agree  on  everything  in  this  field, 
but  I  think  it's  pretty  obvious  that  these  harvest  practices  are 
going  to  change. 

Given  that  and  given  the  general  level  of  these  changes,  it  seems 
to  me  that  it's  almost  inevitable  that  the  timber  setaside  program 
is  going  to  be  changed  at  some  point.  The  challenge  is  to  make  sure 
that  those  changes  are  in  line  with  the  long-term  interests  of  the 
region  so  that  we  address  the  long-term  interest  of  the  region 
today,  special  focus  at  getting  more  value  out  of  every  log. 

Mr.  Saperstein  and  others  have  made  the  logical  point  that  you 
cannot  encourage  development  of  higher  value-added  processing 
without  at  some  point  having  a  supply  of  raw  material.  It  is  just 
impossible  to  go  forward  with  the  second  step  unless  you  have  pri- 
mary material.  .  ,    ,    • 

In  the  days  ahead  I'm  going  to  be  particularly  interested  in 
trying  to  flush  out  some  of  the  principals  that  we  might  look  at  in 
terms  of  harvest  policies  for  the  future.  For  those  of  you  at  this 
end,  let  me  ask  you  whether  you  think  the  amount  of  value  to  be 
added  by  a  particular  purchaser  should  be  one  of  the  criteria  in  de- 
termining who  gets  to  buy  Federal  timber. 

In  other  words,  we  would  not  say  this  is  the  only  criteria.  It 
would  not  be  sort  of  a  complete  overhaul.  So  only  one  criteria 
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would  be  the  amount  of  value  that  you  would  add.  But  what  would 
you  think  of  the  idea  of,  say,  in  the  future,  that  one  of  the  criteria 
used  in  determining  who  gets  to  buy  Federal  timber  would  be  the 
amount  of  value  to  be  added  by  the  purchaser?  Mr.  Ford? 

Mr.  Ford.  Let  me  just  make — as  I  answer  that  question,  let  me 
make  one  point  related  to  the  setaside  program.  The  setaside  pro- 
gram was  established  to  assure  that  there  was  equity  and  a  distri- 
bution of  Federal  timber.  When  we  have  much  less  Federal  timber, 
we  need  to  relook  at  that  program  in  light  of  assuring  that  a  dis- 
proportionate share  of  the  impact  doesn't  fall  to  small  business  and 
small  businesses  the  most  dependent  on  the  Federal  resource. 

So  that's  why  we  suggest  that  and  commend  the  work  that  Mr. 
Tuchmann  is  doing  with  his  working  group  to  look  at  ways  to  help 
and  assist  small  business  make  this  transition,  as  directed  by  the 
President  in  the  announcement  of  the  forest  plan. 

Now,  as  we  build  outward  from  that,  I  think  that's  what  you're 
suggesting,  we  certainly  would  support  looking  and  discussing 
those  kind  of  options.  Many  of  our  members  are  already  in  the 
business  of  producing  high-quality  value-added  manufacturers  and 
are  selling  to  manufacturers. 

One  thing  that  we  ought  to  look  at  in  addition  is  this  whole 
notion  of  assuring  that  there  aren't  disincentives  out  there  for 
small  businesses  to  be  able  to  move  into  that  manufacturing,  add 
jobs  into  that  manufactuf-ing  stream,  either  themselves  or  through 
creating  creative  partnerships,  small  business  manufacturers,  pri- 
mary to  small  business,  secondary  manufacturers.  There  may  be 
some  barriers  in  place  now  that  I  think  we  need  to  look  at  as  we 
discuss  these  issues  further. 

Chairman  Wyden.  Mr.  Daffner,  one  of  the  criteria  in  terms  of 
purchasing  Federal  timber? 

Mr.  Daffner.  Our  organization  and  the  manufacturers  in  our  in- 
dustry feel  that  this  is  a  public  resource  and  so  it  should  be  target- 
ed to  provide  the  most  good  for  the  public.  Certainly  by  ensuring 
that  that  fiber  creates  the  most  jobs  possible  through  a  sales  pro- 
gram would  be  beneficial  to  secondary  manufacturers. 

Our  industry,  however,  is  concerned  that  any  program  like  that 
not  be  burdensome,  not  have  a  high  degree  of  regulation,  and,  most 
importantly,  that  it  encourages  the  type  of  industry  partnerships 
that  are  going  to  make  a  program  like  that  successful.  So  a  pro- 
gram that  would  be  perceived  as  over-regulated  or  costly  to  the  in- 
dustry wouldn't  be  valuable. 

But  we  think  that  there  are  opportunities  to  pursue  a  program 
as  you  described  that  could  be  beneficial. 

Chairman  Wyden.  Mr.  Saperstein. 

Mr.  Saperstein.  I  guess  the  objective  of  such  a  program  would  be 
to  get  the  timber  to  its  highest  economic  use.  You're  characterizing 
it  as  the  amount  of  value  added  by  the  purchaser.  So  the  objective 
is  the  highest  economic  use,  which  isn't  foreign  to  any  type  of  Gov- 
ernment activity  or  business  operation.  Tj^jically,  the  high  bidder 
represents  the  entrepreneur  that  feels  that  they  can  achieve  the 
highest  economic  pse.  That's  why  they're  willing  to  bid  the  highest 
amount,  because  they  estimate  that  in  their  manufacture  of  that 
material,  they  are  able  to  produce  the  highest  economic  use. 
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So  it's  the  high  bidding  competitive  system  that  determines  that. 
That's  how  this  capitaUst  system  has  worked  for  200  years.  Our 
concern  by  having  the  Government  determine  what  the  value- 
added  would  be  is  that  something  like  that  is  very  subjective  and 
what  would  the  rating  system  be  in  terms  of  value. 

When  you  say  value,  you're  thinking  of  dollars  and  how  does  the 
Government  determine  which  manufacturing  process  brings  in  the 
most  dollars.  Those  things  are  company  secrets  and  they're  not 
available  for  Government  view. 

We  would  anticipate  nothing  but  problems  in  identifying  some 
subjective  system  that  would  allocate  Federal  timber  rather  than 
selling  it  to  the  highest  economic  use,  which  is  the  competitive  bid 
system.  . 

Chairman  Wyden.  Mr.  Daffner,  you  are  shakmg  your  head  m 
what  appeared  to  be  opposition  to  what  Mr.  Saperstein  was  saying. 
Look,  we  don't  want  to  have  any  riots  break  out  here.  I  think  that 
obviously  the  devil  is  in  the  details  here. 

Mr.  Daffner.  who  thought  it  was  a  good  idea,  I  think,  is  also 
making  it  very  clear  that  the  practicality  of  how  you  did  it  so  as  to 
not  ensure  that  it  would  be  bureaucratic  and  the  like  was  some- 
thing he  was  concerned  about. 

Chairman  Wyden.  But,  Mr.  Daffner,  why  were  you  shaking  your 
head  in  kind  of  general  disagreement  to  what  Mr.  Saperstein  was 
saving? 

Mr.  Daffner.  Maybe  the  first  point  is  that  we  wouldn't  advocate 
any  program  that  would  change  the  market  price  of  material  at 
all.  But  I  think  a  scenario  could  be  described;  for  example,  a  sce- 
nario where  tariffs  are  imposed  on  value-added  products  that  can 
take  selected  Asian  markets  where  tariffs  are  imposed  on  molding 
and  millwork  and  windows  and  doors  and  American  manufacturers 
have  a  very  difficult  time  penetrating  those  markets. 

However,  it's  easier  to  sell  less  processed  products  into  those 
markets.  So  because  of  market  distortions,  it's  not  necessarily  the 
person  who  is  going  to  pay  the  top  dollar  for  that  more  minimally 
processed  piece  of  material  that  can  really  have  the  most  value  to 
it.  ^  „ 

I  think  that's  irrelevant  to  your  question,  which  was  how  to  allo- 
cate Federal  timber  supplies.  That's  what  I  thought  your  question 
was  based  on,  how  do  we  determine  who  bids  on  Federal  timber 
supplies. 

Chairman  Wyden.  I  think  what  we're  talking  about  is  the 
bottom  line  of  how  do  you  get  the  most  jobs  out  of  logs  and  that's 
going  to  be  the  bottom  line.  Why  don't  we  get  Mr.  Hanneman  into 
this.  "  .     , 

The  fact  of  the  matter  is  that  if  you  see  all  these  changes  in  har- 
vest policy,  I  personally  think  that  some  changes  in  the  setaside 
program  are  going  to  be  inevitable  at  some  points;  The  question  is 
going  to  be  how  are  you  going  to  stake  out  a  set  of  principals,  and 
this  is  one  I'm  certainly  interested  in  exploring.  Let  me  say,  Mr. 
Saperstein  and  Mr.  Daffner,  we  ten.d  to  be  very  sensitive  to  the 
kind  of  mechanics  of  how  you  do  it. 

I  have  to  share  Mr.  Daffner's  view  that  the  name  of  the  game 
here  is  getting  the  most  jobs  out  of  it  and  we  will  explore  it  fur- 
ther. Mr.  Hanneman. 
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Mr.  Hanneman.  Thank  you.  I  generally  agree  with  Ralph's  com- 
ments just  made.  I  think  particularly  he  made  mention  of  the  fact 
that  this  would  be  a  highly  subjective  process  to  follow.  Let  me  just 
offer  perhaps  one  example  for  one  company.  Wyman  Industries  is 
the  largest  forest  products  employer  in  the  State  of  Oregon  today, 
not  generally  thought  of  as  maybe  the  large  timber  conipany. 

But  maybe  one  of  the  reasons  is  because  of  its  vertical  integra- 
tion and  we  have  particle  board  plants  and  we  have  container 
plants  here  in  Beaverton  and  business  forms  plants  and  bag  plants. 
This  company,  for  one  at  least,  has  gone  about  as  far  as  you  can  in 
the  process.  You  may  or  may  not  be  interested  in  a  process  that 
might  be,  for  that  company,  quite  an  advantage. 

We  would,  from  a  selfish  perspective,  be  interested,  but  I  don't 
know  how  you  would  measure  that  against  the  other  type  products 
that  are  being  demonstrated  here  today. 

Chairman  Wyden.  Understand  that  if  the  Government  was  to 
look  at  such  a  thing,  we  would  be  talking  about  this  being  one  of 
the  criteria.  This  would  not  be  the  sole  kind  of  criteria.  I  just  think 
that  if  we  take  it  as  a  basic  kind  of  proposition,  we  are  going  to 
continue  business  as  usual  at  a  time  when  clearly  harvest  practices 
are  going  to  be  subject  to  dramatic  changes,  we  would  be  missing 
great  opportunity. 

We  have  heard  such  a  range  of  interesting  innovative  ideas.  I 
think  we're  going  to  have  to  bring  this  setaside  program  in  line 
with  the  changes  and  we  will  work  with  all  of  you,  and  all  of  you 
at  this  end  of  the  table,  as  well. 

Mr.  Jackson,  has  access  to  capital  been  a  special  problem  for 
Native  American  entrepreneurs?  I  gather  from  our  discussion  with 
Mr.  Bowles  that  we  have  picked  up  not  only  his  interest,  but  his 
general  concern  that  Native  American  entrepreneurs  are  having 
special  problems  getting  access  to  capital. 

Is  that  one  of  the  things  that  fuels  your  desire  for  some  new  pro- 
grams? 

Mr.  Jackson.  Mr.  Chairman,  it  is  a  particular  problem.  Native 
Americans,  in  their  communities,  because  of  the  high  unemploy- 
ment levels  and  the  lack  of  a  private  sector  to  begin  with,  they 
haven't  had  the  opportunity  to  save,  to  earn  and  to  save  and  build 
up  equity  of  their  own,  a  house  or  a  business. 

As  a  matter  of  fact,  traditional  commercial  lenders  don't  regular- 
ly make  loans  of  the  size  that  we're  seeking,  the  smaller  loans,  the 
riskier  loans,  in  these  communities. 
•  Chairman  Wyden.  Suffice  it  to  say  the  small  or  microloans  are 
clearly  going  to  be  the  key  to  getting  people  into  the  market  for 
the  first  time,  where  they  have  a  chance  to  grow  a  business  and 
grow  a  future.  So  we're  going  to  pursue  it  closely  with  you,  as  I 
mentioned. 

Dr.  Bishop,  you've  shown  that  restoration  and  job  development 
can  go  hand-in-hand,  but  I'm  curious  whether  you've  seen,  in  your 
small  community,  that  these  jobs  can  last.  There  is  concern  that 
some  of  the  new  strategies  may  look  good  for  a  short  period  of 
time,  but  don't  have  much  staying  power.  Can  you  give  us  some  ex- 
amples of  how  what  you  all  are  doing  looks  like  it  can  go  the  dis- 
tance? 
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Dr.  Bishop.  Sure.  I  think  that  there  are  two  arenas  in  which 
things  can  go  the  distance.  Number  one  is  as  long  as  we  take  trees 
out  of  the  woods,  there  is  going  to  be  a  necessity  to  put  things  back. 

I  think  what  we  need  to  do  is  beyond  the  program  to  put  things 
back  big-time  is  to  build  programs  to  maintain  a  program  of  water- 
shed improvement  and  of  watershed  restoration  following  timber 
harvests.  Hopefully,  timber  harvest  practices  will  become  more  eco- 
logically restorative  and  compatible. 

But,  nevertheless,  there  is  always,  whether  you  horse  log  or  heli- 
copter log,  there  is  always  going  to  be  a  need  to  potentially  put  in  a 
road  to  reach  a  timber  sale.  There  will  also  be  a  need  to  take  that 
road  out.  There  will  be  a  need  to  monitor  conditions  within  a 
forest. 

I  think  that  Brett  KenCairn  brought  up  a  program  that  we  have, 
I  think,  a  view  of  as  being  very — having  good  potential  for  provid- 
ing jobs  and  that  is  to  look  at  other  things  out  of  the  forest  besides 
just  trees.  There,  again,  you  have  a  lot  of  forest  stewardship  poten- 
tial for  these  jobs. 

I  think  secondarily  to  that,  beyond  just  what  happens  in  the 
woods,  there  are  also  some  very  strong  potentials  for  developing  en- 
trepreneurs and  small  businesses  within  communities  that  look  at 
new  agricultural  products  that  are  more  compatible  with  natural 
processes  within  a  watershed. 

In  Eastern  Oregon,  for  example,  and  in  the  valley,  we're  looking 
at  producing  wild  rice.  Wild  rice  can  be  made  and  packaged  as  a 
value-added  product.  That  may  not  be  an  industry  that  creates 
hundreds  of  jobs,  but,  nevertheless,  because  it  is  a  high  value  prod- 
uct. Eastern  Oregon  producing  these  products  can  provide  employ- 
ment not  only  for  people  to  have  new  jobs,  but  also  for  people  who 
have  seasonal  jobs  in  agriculture  to  maintain  employment  through- 
out the  rest  of  the  year. 

So  I  think  that  there  are  very  long-term  opportunities,  particu- 
larly as  we  learn  how  to  deal  with  the  ecosystem  in  a  sustainable 
fashion. 

Chairman  Wyden.  Ms.  Probst,  let  me  ask  you  one  question.  At 
this  point  we  are  behind  and  we  could  be  here  for  hours  and  I  have 
to  give  up  some  of  the  questions  I  might  normally  ask. 

Ms.  Probst,  are  the  community  development  banks  out  there  be- 
cause the  traditional  banks  are  walking  away  from  the  rural 
timber-dependent  communities?  If  that's  the  case,  it  seems  to  me 
you're  showing  that  they're  wrong,  but  I'm  curious  if  you  think 
that's  the  heart  of  the  problem,  that  the  traditional  banks  are  just 
walking  away. 

Ms.  Probst.  Well,  what  we  found  is  that  in  rural  areas,  there 
aren't  very  often  community-owned  banks.  There  are  branch  offices 
of  larger  banks  that  generally  take  the  money  out  of  the  area  and 
loan  it  to  the  urban  centers. 

What  we're  also  finding  is  that  even  with  those  small  community 
banks  that  might  be  located  in  a  rural  area,  there  is  a  great  fear 
about  working  with  businesses  in  the  fishing  industry  and  the 
timber  industry.  There's  also  fear  of  taking  any  real  risk.  That's 
normal  banking  policy,  I  assume. 

But  what  we  are  also  finding  is  that  these  bankers  that  are  locat- 
ed in  the  area  that  we  are  in,  we  can  work  in  partnership  with 
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them.  If  we're  willing  to  take  a  little  bit  of  the  risk,  they'll  share  it 
with  us.  So  by  supporting  community  development  banks,  we  also 
have  the  benefit  of  supporting  the  existing  structure  that's  there 
and  owned  and  part  of  the  community. 

Chairman  Wyden.  So  as  we  look  at  a  variety  of  these  programs, 
loan  programs  and  others,  you  think,  generally,  the  idea  of  a 
shared  risk  kind  of  concept  makes  sense. 

Dr.  Bishop.  I  do.  I  also  think  that  the  Government  can  help  us  in 
some  other  ways,  too.  I  think  that  the  SBA — the  scale  of  the  loans 
in  SBA  are  too  large  and  I  think  there  should  be  some  support  to 
the  small  green — or  I  guess  it's  the  community  environmental  fund 
or  SBA  fund,  if  it  exists. 

I  think  that  the  Government  can  buy  products  that  are  environ- 
mentally responsible,  in  the  same  manner  that  they  buy  products 
that  have  been  recycled.  I'm  hoping  that  those  things  can  be  part 
of  your  efforts. 

Chairman  Wyden.  You  make  a  number  of  good  points  in  this 
matter  of  the  smaller  loans.  There  are  some  models.  The  women's 
loan  program  that  is  at  the  Small  Business  Administration  is  focus- 
ing on  loans  under  $50,000.  So  there  are  some  models  and  I  think 
you're  on  target,  as  well,  in  talking  about  how  shared  risk  is  a  good 
kind  of  proposal. 

Everybody  tends  to  be  more  sensitive  to  costs  and  the  bottom  line 
if  they  re  on  the  hook  and  they  share  the  exposure.  So  it's  a  good 
idea. 

Mr.  Kostopulos,  how  many  people  do  you  have  in  your  program? 
You  all  are  doing  a  number  of  things  and  I'm  curious  whether 
there  are  any  other  people  out  there  working  20  hours  a  day  be- 
sides you  or  is  this  just  you  and  an  answering  service? 

Mr.  Kostopulos.  WoodNet  has  a  staff  of  four,  counting  myself. 
We  have  a  business  assistant  specialist.  We  have  a  Vista  volunteer. 
That  should  tell  you  something  about  the  status  of  our  community. 
We  have  a  graduate  from  Evergreen  Community  College,  who  is 
our  resident  environmental  officer,  and  we  have  myself  The  four 
of  us  do  sometimes  put  in  some  long  hours  to  service  the  340-plus 
members  that  we  have  right  now. 

In  addition,  because  of  the  incredible  demand  outside  the  four 
counties  that  is  our  official  territory,  we  offer  some  limited  services 
to  over  100  other  wood  products  manufacturers  in  other  regions  of 
the  State  and  in  other  States.  I  just  returned  from  a  trip,  in  col- 
laboration with  the  Northwest  Policy  Center,  to  several  communi- 
ties in  Idaho,  several  communities  in  Montana.  We  recently  took  a 
trip  with  them  up  to  some  communities  in  Alaska. 

They're  all  facing  the  same  kinds  of  problems  and  they  all  see 
the  same  kind  of  hope  that  these  networks  of  small  manufacturers 
may  afford  to  them. 

So  I  think  you're  going  to  hear  from  a  lot  of  folks  who  wil!  advo- 
cate for  the  creation,  the  duplication  of  WoodNet-like  programs, 
throughout  the  Northwest. 

Chairman  Wyden.  I  think  that  makes  sense.  More  than  any- 
thing, what  you  all  are  establishing  is  the  basic  principal  that 
small  organizations  can  really  make  a  difference  in  terms  of  creat- 
ing jobs  and  secondary  uses  of  wood  products.  You  do  not  have  to 
throw  buckets  and  buckets  of  Federal  money  at  this  issue,  but 
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small  organizations,  yours  with  Vista  volunteers  and  really  lead 
staff,  and  it's  shown  in  all  these  products  that  you've  got  in  front  of 
me  that  you  can  make  a  difference  in  economic  development  and 
that's  an  important  story. 

Mr.  KosTOPULOS.  We  only  need  a  little  bucket  of  money  from  the 
Federal  Government. 

Chairman  Wyden.  Kind  of  more  like  a  thimble-full.  You  all  have 
been  very  helpful  and  an  excellent  panel.  We  will  be  working  close- 
ly with  you  in  the  days  ahead. 

Gerald  Baugh,  rural  development  director,  Oregon  Economic  De- 
velopment Department  in  Salem;  Kay  Gabriel,  assistant  director, 
Washington  Department  of  Trade  and  Economic  Development  in 
Olympia;  Sandra  Jackson,  community  development  planner  in  Ro- 
seburg;  Lynn  Youngbar,  executive  director  of  Rural  Development 
Initiatives  in  Redmond;  Wes  Hare,  city  administrator  in  Oakridge; 
and,  Paul  Sommers,  chief  economist.  Northwest  Policy  Center,  Se- 
attle. 

Let  us  bring  our  panel  together.  As  I  say,  it  is  the  practice  of  this 
subcommittee  to  swear  all  the  witnesses  who  come  before  us.  Do 
any  of  you  have  any  objection  to  being  sworn  as  witnesses? 

[No  response.] 

Chairman  Wyden.  Please  rise  and  raise  your  right  hands. 

[Witnesses  sworn.] 

Chairman  Wyden.  We're  going  to  make  your  prepared  state- 
ments a  part  of  the  record.  Let  me  begin,  if  we  could,  with  you,  Mr. 
Baugh.  Welcome.  I'll  ask  each  of  you  to  stay  within  5  minutes. 

TESTIMONY  OF  GERALD  BAUGH,  RURAL  DEVELOPMENT 
DIRECTOR,  OREGON  ECONOMIC  DEVELOPMENT  DEPARTMENT 

Mr.  Baugh.  Thank  you,  Mr.  Chairman.  The  Economic  Develop- 
ment Department  from  the  State  of  Oregon  has  got  currently  four 
programs 

Chairman  Wyden.  Let  me  just  ask — I  want  to  make  sure  that  ev- 
erybody can  hear  the  witnesses.  Let  us  make  sure  you  can  be 
heard. 

Mr.  Baugh.  Thank  you,  Mr.  Chairman.  The  Economic  Develop- 
ment Department  has  four  programs  that  start  addressing  rural 
areas  in  Oregon  and  start  taking  a  look  at  what  can  be  done  so  far 
as  the  timber-dependent  communities  and  severely  depressed  com- 
munities. 

I'll  kind  of  run  through  those  very  quickly.  One  is  the  entrepre- 
neurial development  loan  fund,  which  issues  loans  from  $15,000  up 
to  $25,000  where  the  applicant  is  involved  in  a  small  business  de- 
velopment management  program,  the  applicant  has  prepared  a 
business  plan  and  it's  been  reviewed  by  the  Small  Business  Devel- 
opment Center,  the  plan  has  been  expedited  and  has  also  been  pre- 
pared, and  then  we've  had  applicants  that  needed  to  meet  two  of 
the  following  three  conditions;  that  their  business  hot  have  been  in 
operation  for  more  than  15  months,  that  the  business  has  revenues 
of  $50,000  or  less,  that  the  business  be  owned  by  a  severely  disabled 
person. 

If  they  meet  two  of  those  three  criteria,  then  they  would  qualify 
for  the  loan  fund.  They  are  also  required  to  have  a  minimum  of  20 
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percent  equity  in  the  form  of  cash  and  property  or  business  equity 
is  required  in  that  particular  situation. 

We  have  also  a  capital  access  program  and  the  capital  access  pro- 
gram is  designed  to  increase  availability  of  loans  to  small  business- 
es in  Oregon  from  banks.  What  has  happened  here  is  that  the  cap- 
ital access  program  will  use  a  fee  from  the  lender,  as  well  as  a  fee 
from  the  bank,  to  be  matched  by  a  fee  from  the  Oregon  Economic 
Development  Department.  The  fees  range  from  between  2  to  SVa 
percent.  So  at  the  max,  you  would  have  7  percent  coming  from 
both  the  lender  and  the  borrower  and  7  percent  being  matched  by 
the  department. 

If  this  particular  business  is  in  a  depressed  or  distressed  area, 
then  the  department  will  kick  in  another  7  percent.  So  you  will 
create  a  loan  reserve  to  the  tune  of  about  21  percent  on  a  given 
loan  along  the  line. 

Of  this,  we've  been  able  to  have  about  $5.3  million  in  credit  out 
and  available  and  of  that  particular  money,  $1.5  million  of  it  has 
been  in  distressed  areas.  So  about  35  percent  of  the  total  dollar 
amount  that's  been  involved  in  this  particular  program  has  been 
involved  in  these  distressed  areas  in  and  around  the  State. 

The  Oregon  Business  Development  Fund  has  a  fund  here  that  is 
four  businesses,  40  percent  of  eligible  costs,  absolute  maximum  of 
$250,000  is  in  and  available  for  businesses.  One  of  the  keys  here  is 
that  for  every  job  that  is  created  in  there,  the  $15,000  ratio  is  what 
we're  looking  for.  So  one  job  for  every  $15,000  is  what  we're  shoot- 
ing for  in  this  particular  situation. 

There  is  money  set  aside  for  loans  of  $50,000  or  less,  loans  that 
are  going  to  emerge  in  small  enterprises  and  economically  de- 
pressed areas,  and  loans  in  the  rural  parts  of  the  State  of  Oregon. 

The  last  one  that  I  will  get  to  is  a  credit  enhancement  fund  that 
•  was  just  mentioned  by  Mr.  Daffner  a  little  bit  earlier  as  part  of  the 
things  that  the  secondary  industry  is  looking  at.  It  is  a  fund  that's 
been  created  by  the  recent  legislature  where  it  would  guarantee  up 
to  $75  million  of  financial  loans,  with  a  lottery  appropriation  of 
$7.85  million  to  help  establish  that  and  put  that  together. 

Fifty  percent  of  the  guarantee  authority  is  being  reserved  for 
value-added  wood  products  and  agricultural  products.  Twenty  per- 
cent of  the  program  is  set  aside  for  emerging  small  enterprises  and 
not  more  than  25  percent  of  the  program  guarantee  authority  can 
be  used  to  guarantee  rural  real  property. 

So  with  those  four  programs,  we've  been  able  to  establish  and 
put  some  things  together.  The  other  thing  that  we've  been  dealing 
with  is  the  Northwest  economic  adjustment  initiative  and  with 
that  we  have  been  able  to  identify  some  barriers  that  could  be  a 
hindrance  to  us  being  able  to  put  things  together  in  the  rural  com- 
munities. 

Barriers  were  identified  by  the  Economic  Development  Depart- 
ment, the  rural  development  initiatives,  some  of  the  economic  de- 
velopment districts,  Federal  agencies,  and  the  Oregon  Rural  Devel- 
opment Council.  Paperwork  and,  in  general,  applications  is  one  of 
the  largest  barriers  toward  small  businesses  in  rural  communities, 
being  able  to  have  anything  happen. 

If  a  project  is  happening  in  a  community  and  there's  more  than 
one  agency  involved,  sometimes  there  are  conflicting  requirements. 
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There  is  confusion  as  to  what's  going  to  happen.  The  appHcation 
process  can  get  very  compUcated. 

One  of  these  things  can  be  where  if  we  had  maybe  a  mill  restora- 
tion that's  being  taken  a  look  at,  if  there's  any  sort  of  wetlands 
that  needs  to  be  done  and  if  there  are  any  Federal  agencies,  such 
as  Economic  Development  Administration,  Rural  Development  Ad- 
ministration, both  can  require  environmental  impact  statements 
instead  of  using  one  common  one.  So  that  becomes  a  real  imped- 
ance to  be  able  to  have  things  happen  down  the  line. 

Most  of  the  Federal  agencies  will  have  a  "but  for"  or  "last 
money  in"  policy  which  can  result  in  delays,  as  the  last-in  agency 
does  not  begin  its  review  until  other  funds  are  committed;  again,  a 
tremendous  amount  of  time  being  out  there  and  you've  got  a 
number  of  agencies  that  will  have  money  on  the  line  before  the 
project  can  begin. 

So  a  lot  of  times  you're  carrying  over  money  before  projects  can 
be  taken  care  of. 

A  couple  of  others  that  I'll  highlight  real  quick  since  my  time  is 
gone  at  this  point  in  time.  The  Small  Business  Administration, 
their  7(a)  Program,  a  lot  of  folks  found  it  to  be  too  cumbersome  for 
small  loans  under  $75,000.  The  time  and  the  paperwork  involved  is 
the  same  for  small  loans  and  larger  loans  and  the  small  loans  do 
not  generate  enough  income  to  cover  the  cost  for  banks. 

Even  with  the  SBA  guarantees,  loans  for  startup  businesses  are 
rarely  approved  by  banks  and  the  SBA  is  rarely  interested  in  ap- 
proving guarantees  for  startups. 

The  turnaround  time  for  the  loan  program  by  the  SBA  is  usually 
longer  than  both  the  bank  and  the  borrower  expect  and  the  collat- 
eral requirements  and  approach  to  risk  are  too  conservative  in  this 
case  to  make  the  Northwest  initiative  really  work  for  what  it's  in- 
tended to  do,  be  able  to  deliver  service  in  those  rural  areas. 

I  will  stop  at  this  point  in  time  because  you  have  a  good  portion 
of  the  testimony  in  print. 

Chairman  Wyden.  Mr.  Baugh,  a  couple  of  your  suggestions  are 
probably  too  logical  for  the  Federal  Government.  What's  the  exact 
name  of  that  program,  last-in  or 

Mr.  Baugh.  Let  me  back  up  here  for  just  a  second.  A  "but  for" 
or  "last  money  in"  policy. 

Chairman  Wyden.  It  just  seems  so  clear  that  you  shouldn't  have 
to  wait  until  the  end  in  order  to  begin  this  kind  of  review  process 
and  some  of  those  suggestions  are  just  very  practical  and  we  wel- 
come them. 

Kay  Gabriel,  Olympia.  Thank  you.  It's  good  to  have  you  here. 

TESTIMONY  OF  KAY  GABRIEL,  ASSISTANT  DIRECTOR,  WASHING- 
TON DEPARTMENT  OF  TRADE  AND  ECONOMIC  DEVELOPMENT 

Ms.  Gabriel.  Good  afternoon,  Mr.  Chairman.  I  am  Kay  Gabriel 
and  I  am  the  assistant  director  for  Forest  Products  in  the  Washing- 
ton State  Department  of  Trade  and  Economic  Development. 

The  State  of  Washington  has  been  responding  to  the  forest  crisis 
for  nearly  4  years  now  and  in  that  time  we  have  experimented 
with  a  wide  range  of  community  economic  development  and  adjust- 
ment and  training  programs.  We  have  also  spent  a  considerable 
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amount  of  time  working  on  coordination  and  organizational  issues, 
in  addition  to  spending  in  excess  of  $65  million  in  State  funds. 

Due  to  the  scale  of  the  crisis,  our  existing  program  structures  for 
responding  to  plant  closures  and  assisting  communities  or  firms  in 
economic  development  efforts  were  simply  not  up  to  the  task.  As  a 
result,  the  State  was  forced  to  develop  new  ways  to  coordinate  ac- 
tivities in  our  agencies,  involve  community  people  in  decisionmak- 
ing, and  to  experiment  with  providing  needed  social  services  and 
training  in  ways  that  we  had  not  done  before. 

Key  among  these  activities  were  the  development  of  an  inter- 
agency timber  team,  with  a  community  board  to  guide  it.  It  was 
headed  by  a  person  appointed  by  the  Governor.  This  coordinated 
timber  team  effort  pulled  together  all  of  the  resources  of  the  State 
government  programs  into  a  coordinated  and,  we  believe,  fairly  ef- 
fective program. 

The  $65  million  was  used  to  assist  small  processors  become  more 
competitive,  to  help  timber-dependent  communities  and  to  assist 
timber  workers  and  their  families.  Some  of  the  assistance  was  in 
the  form  of  new  programs  and  the  rest  consisted  of  existing  pro- 
grams and  funds  that  were  reprioritized  and  refocused  to  the  needs 
of  timber-dependent  communities,  and  it  was  all  coordinated 
through  this  collaborative  timber  team  effort. 

More  recently,  of  course,  we  have  been  working  in  partnership 
with  Federal  agencies  and  the  Clinton  administration  to  expand 
this  timber  team  effort  to  include  Federal  programs,  as  well. 

A  major  obstacle  that  we  feel  faces  timber-dependent  communi- 
ties is  the  lack  of  capital,  something  that  has  certainly  been  men- 
tioned here  before  today.  Lending  institutions  have  redlined  these 
areas  and  individuals'  credit  ratings  have  plummeted,  restricting 
currently  qualified  borrowers  from  loan  approval  even  if  funds  are 
available. 

The  Washington  State  Constitution  does  not  allow  the  lending  of 
the  State's  credit,  which  is  a  hurdle  we  have  jumped  in  the  past  by 
the  use  of  various  Federal  programs  to  create  small  revolving  loan 
funds. 

However,  we  really  need  a  long-term  source  of  working  capital 
for  value-added  manufacturing  and  other  kinds  of  economic  diversi- 
fication. We  believe  that  this  could  be  achieved  by  establishing  a 
development  bank  and  the  Federal  Government  could  fund  the 
basic  $25  to  $30  million  that  we  feel  are  needed. 

We  would  envision  establishing  a  professionally-operated  devel- 
opment bank  with  the  State  having  a  seat  on  the  board  of  direc- 
tors, along  with  appropriate  local  government,  business  and  com- 
munity members.  We  would  also  certainly  welcome  a  regional 
effort  in  this  regard  and  believe  that  it  could  be  funded  through 
the  Rural  Development  Administration  and  could  become  a  model 
for  future  efforts. 

In  addition  to  that,  Washington  State,  as  you  may  know,  is  the 
most  trade-dependent  State  in  the  union.  Two  out  of  five  of  our 
jobs  are  dependent  on  international  trade  and  we  have  focused 
some  of  our  efforts  to  help  value-added  wood  products  companies  in 
this  export  area. 

Affordable  housing  has  been  targeted  as  one  of  the  main  pillars 
of  the  new  Japanese  administration's  economic  stimulus  package. 
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In  addition,  imported  housing  is  seen  as  assess,  to  the  United 
States-Japan  trade  imbalance.  Washington  State  and  its  secondary 
manufacturers  and  distributors  have  been  capitalizing  on  these  ef- 
forts through  a  full-time  forest  products  division  presence  in  Japan. 

Over  the  last  year,  exports  of  our  value-added  wood  products  to 
Japan  have  risen  to  well  over  $70  million  from  virtually  nothing  8 
years  ago.  We  have  demonstrated  that  this  industry-specific  pres- 
ence in 'Japan  is  effective  and  are  eager  to  seize  the  opportunities 
that  exist  out  there.  However,  without  providing  some  additional 
assistance  to  our  one-loan  contractor  in  Japan,  we  feel  it  will  be 
difficult  to  capture  these  new  market  opportunities,  and  perhaps 
some  assistance  from  something  like  the  Foreign  Agricultural  Serv- 
ice to  help  us  capture  these  markets  would  be,  indeed,  very  helpful 
to  our  manufacturers. 

In  terms  of  some  of  the  programs  that  the  State  has  been  doing, 
we  have  quite  a  few  programs.  I  will  just  very  briefly  touch  on  the 
one  nearest  and  dearest  to  my  heart,  which  is  the  forest  products 
value-added  program,  which  does  consist  of  a  team  of  professionals 
with  a  broad  range  of  industry  experience  that  provide  hands-on 
assistance  to  small-  and  medium-sized  wood  products  manufactur- 
ers. 

They  provide  on-site  technical  assistance  to  improve  company 
performance  in  the  areas  of  production,  maintenance  and  engineer- 
ing, general  management,  marketing,  and  domestic  and  interna- 
tional sales.  In  1993,  our  four  technical  staff  worked  with  approxi- 
mately 150  small  businesses,  providing  intense  assistance  to  about 
40.  The  efforts  resulted  this  year  in  increased  export  and  domestic 
sales  for  these  companies  of  $16.4  million,  generating  $7.4  million 
in  tax  revenues,  creation  of  70  new  jobs,  as  well  as  the  retention  of 
209  existing  jobs,  for  total  wages  of  approximately  $5.8  million,  as 
well  as  $6  million  in  capital  investment,  and  this  all  done  with 
small  companies  during  a  time  when  the  economy,  of  course,  and 
the  timber  crisis  is  at  its  height. 

In  addition,  through  the  growth  diversification  funds  made  avail- 
able through  the  Forest  Service,  we  have  established  a  revolving 
loan  fund,  which  we  believe  is  a  fine  example  of  a  State  and  Feder- 
al partnerships,  working  together  to  help  these  small  businesses 
access  the  capital  that  we  feel  is  needed. 

In  addition  to  that,  our  department  is  also  working  with  four 
banks  within  the  State  to  establish  a  small  business  lending  pro- 
gram, and  they  will  make  loans  of  up  to  $50,000  and  the  State  will 
provide -the  training  and  the  technical  assistance. 

We  believe  that  these  programs  are  important,  but  they  are 
small  steps  and  we  really  believe  that  a  long-term  program,  includ- 
ing a  development  bank,  would  be  a  logical  next  step  to  take  us  for- 
ward from  these  small  revolving  loan  fund  programs. 

I  think  I  will  probably  end  there.  You  have  in  your  written  testi- 
mony some  information  on  our  minority-  and  women-owned  busi- 
ness that  are  providing  entrepreneurial  training  in  timber-depend- 
ent communities,  as  well. 

[Ms.  Gabriel's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Very  good  and  very  helpful.  Ms.  Jackson,  wel- 
come. 
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TESTIMONY  OF  SANDRA  JACKSON,  COMMUNITY  DEVELOPMENT 
PLANNER,  UMPQUA  REGIONAL  COUNCIL  OF  GOVERNMENTS 

Ms.  Jackson.  Thank  you.  My  name  is  Sandra  Jackson.  I  am  a 
community  development  planner  for  Umpqua  Regional  Council  of 
Governments.  We  serve  the  small  cities  and  special  districts  of 
Douglas  County,  which,  as  you  know,  is  very  heavily  impacted  by 
the  timber  issues  right  now. 

Although  we,  at  this  point,  aren't  impacted  by  those  timber 
issues,  we  have  some  substantial  basic  community  issues  we  have 
to  deal  with.  We  have  mandated  compliance  issues  that  communi- 
ties have  to  deal  with,  as  well  as  antiquated  systems,  meaning  the 
water  and  sewer  systems  are  very  antiquated,  we  have  to  upgrade 
them. 

The  programs  available,  especially  the  FMHA  Program  avail- 
able, requires  a  25  percent  match.  We  are  looking  at  a  community 
of  about  120  people.  That  percent  match  becomes  huge.  Generally, 
the  cost  of  making  the  improvements  to  systems  do  not  vary  great- 
ly between  the  size  of  the  community.  Therefore,  you're  spreading 
out  that  25  percent  in  one  community  potentially  of  100  people  and 
another  community  of  over  2,000  people. 

It  makes  a  grave  impact  on  a  very  small  community  and  a  very 
minor  impact  on  a  large  community.  My  suggestion  here  would  be 
you  look  at  each  community  and  base  the  payback  of  a  loan  not  on 
a  25  percent  base,  but  on  the  ability  of  each  community  to  repay. 

That  will  begin  restructuring,  number  one,  their  budgetary  proc- 
ess, as  well  as  getting  those  systems  where  they  need  to  be,  within 
compliance,  as  well  as  able  to  support  business  that  may  be  coming 
into  the  area. 

If  those  communities  do  not  upgrade  those  systems,  they  cannot 
support  expanding  businesses  that  they  have,  nor  can  they  support 
any  new  businesses  that  may  come  in.  So  in  order  to  even  help 
your  business  industry  right  now,  you  have  to  look  to  your  commu- 
nity and  make  sure  those  basic  infrastructure  needs  are  met  and 
take  care  of  those  at  the  community  level  first. 

Another  issue  that's  facing  our  communities  is  those  vacant  mill 
sites.  We  have  industrial  land.  We  cannot  use  that  land  at  this 
time  because  there  is  some  major  cleanup  that  has  to  be  done.  We 
can't  even  get  studies  half  the  time  because  we  can't  afford  them  to 
find  out  what  needs  to  happen. 

If  we  can  finance  those  studies,  we  and  our  communities  are  will- 
ing to  help  in  some  volunteer  effort  to  clean  those  up.  But  part  of 
the  financing  of  getting  those  cleanups  started,  you  have  to  have  a 
firm  business  commitment.  You  have  to  have  a  firm  that's  willing 
to  come  and  locate  on  that  site.  There's  no  business  that's  willing 
to  wait  that  length  of  time  in  order  to  settle  on — it  may  take  a 
year  to  2  years  to  clean  up  that  site. 

They'd  be  crazy  to  wait  those  2  years.  Their  needs  are  now.  We 
have  to  get  those  sites  cleaned  up.  We  have  to  get  the  available 
sites  ready  and  that  would  go  for  industrial  sites,  as  well  as  com- 
mercial. We  have  a  very  large  lacking  of  commercial  buildings  in 
our  communities.  They  cannot  afford  to  put  them  up  themselves  or 
refurbish  themselves. 
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Those  are  some  needs  and  I  think  you  can  set  up  some  kind  of 
program  in  which  you  do  not  have  to  have  a  firm  business  commit- 
ment in  order  to  access  those  funds. 

The  last  I  want  to  talk  about  would  be  education  of  the  city  staff. 
In  a  rural  area,  we  don't  have  the  savvy  staff  or  council  members 
that  we  wish  we  did.  Many  of  them  are  working  18  hours  a  day 
trying  to  run  their  own  business,  come  to  a  council  meeting  very 
tired  and  don't  really  want  to  deal  with  budgetary  issues  and  gen- 
erally don't  even  have  the  savvy  in  order  to  deal  with  those  budget- 
ary issues. 

Umpqua  Regional  Governments  tries  to  help  them  as  much  as 
we  can  in  order  to  give  them  those  guidelines,  but  we  still  need 
some  kind  of  training  of  city  staff  and  city  council  members  in 
order  that  instead  of— at  this  point,  they're  responding  to  infra- 
structure issues  on  a  crisis  level,  to  begin  focusing  on  them  in  a 
long-term  future  base,  where  they're  planning  for  the  improve- 
ments financially,  where  we  can  at  some  point  be  less  dependent 
on  grant  funds  and  actually  more  dependent  on  saving  those  funds 
in  order  for  that  infrastructure  to  be  improved. 

Thank  you  very  much  for  listening. 

[Ms.  Jackson's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Thank  you.  Very  helpful  and  very  practical. 
Ms.  Youngbar. 

TESTIMONY  OF  LYNN  YOUNGBAR,  EXECUTIVE  DIRECTOR, 
RURAL  DEVELOPMENT  INITIATIVES,  INC. 

Ms.  Youngbar.  My  name  is  Lynn  Youngbar.  I'm  the  executive 
director  of  Rural  Development  Initiatives  from  Redmond,  Oregon. 
We  are  a  private  nonprofit  corporation.  We  receive  primarily  lot- 
tery funds,  but  are  also  diversifying  our  own  funding  base,  getting 
corporate  and  foundation  funds  to  help  our  efforts. 

We  do  primarily  long-term  capacity-building  in  over  50  rural 
communities,  all  between  the  size  of  about  1,000  and  10,000  in 
Oregon.  Our  program  basically  takes  a  community  through  five 
steps.  First,  an  economic  assessment  to  find  out  where  they  are  and 
what  the  opportunities  are.  Then  we  organize  local  leaders,  many 
of  whom  Sandy  spoke  of,  into  a  community  response  team  to  look 
seriously  and  long-term  at  where  the  opportunities  are  and  what 
the  weaknesses  and  needs  are  in  their  communities. 

We  do  that  by  taking  them  through  a  facilitative  strategic  plan- 
ning process.  We  also  last  year  created  a  leadership  training  pro- 
gram called  Rural  Futures  Forum,  which  provides  some  of  the 
training  that's  needed  by  people  in  the  communities.  It's  not  that 
they're  not  smart,  capable  people,  it's  that  they  have  not  focused 
on  having  to  diversify  an  economy  in  the  past.  There  are  other 
issues  that  they  developed  expertise  in. 

Finally,  we  help  those  communities  implement  the  projects  that 
come  out  of  their  strategic  plans.  Some  of  the  new  initiatives  that 
we  see  rural  communities  undertaking  at  this  time  in  Oregon  are 
some  real  basic  things,  trying  to  find  out  what  their  potential  op- 
portunities are  in  the  area  of  tourism;  not  to  the  exclusion  of  every- 
thing else,  but  as  another  leg  to  the  stool  of  their  economy. 
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We  have  a  group  of  communities  that  are  working  hard  on  down- 
town revitalization,  basic  issues  that  need  to  have  a  core  commer- 
cial area  in  each  community.  We  have  a  major  project  underway 
right  now,  which  I  think  Wes  will  tell  you  a  little  bit  more  about, 
which  is  looking  at  cleaning  up  and  redeveloping  some  of  the  mill 
sites  that  Sandy  spoke  of  which  are  a  real  problem. 

We're  also  looking  at  trying  to  establish  a  local  business  assist- 
ance team  that  can  begin  ferreting  out  some  of  those  entrepre- 
neurs. If  we  could  just  get  Gus  hooked  up  with  them,  we'd  have  it 
made.  A  lot  of  times  those  people  don't  know  the  programs.  They 
don't  know  what's  out  there,  and  so  they're  still  trying  to  figure 
out  how  they're  going  to  transition  themselves. 

The  four  problems  that  I  see  facing  rural  communities,  one  is  de- 
ferred maintenance,  in  addition  to  poor  sewer  and  water  and  sort 
of  a  degrading  city  standard.  We've  got  housing  shortages  and 
problems  in  every  one  of  these  rural  communities.  We've  got  a  real 
lack  of  health  care  and  access  to  educational  opportunities,  particu- 
larly higher  Ed  through  a  community  college  and  whatnot. 

Another  crying  need  is  local  staff.  There  are  so  few  local  staff. 
Some  have  a  city  administrator,  most  have  just  a  person  who 
works  part-time  recording  the  water  bills.  That's  a  real  barrier 
when  it  comes  to  accomplishing  something  in  the  future. 

A  concern  about  Federal  programs.  My  assumption  is  all  these 
rules  and  regulations  have  been  designed  to  sort  of  weed  out  abus- 
ers. I  don't  want  to  waste  Government  money,  but  we've  now  cre- 
ated this  regulatory  environment  that  it  makes  it  very  hard  for  a 
small  community  to  operate  in.  You've  heard  about  some  of  those, 
particularly  the  mandates  without  money. 

The  lack  of  private  and  public  capital  is  really  serious  in  a  lot  of 
these  small  towns.  When  the  mill  closed,  most  of  the  available  cap- 
ital left  with  it.  Getting  the  banks  and  these  programs  that  you're 
monitoring  to  work  together  I  think  is  a  real  challenge  and  I  know 
they  may  blame  each  other  for  what's  wrong,  but  I  think  it's  going 
to  take  both  of  them  working  together. 

Just  a  couple  things  about  the  Rural  Development  Administra- 
tion that  I'd  like  to  make  sure  that  you  understand,  some  barriers 
there.  One  is  some  onerous  environmental  requirements  that  are 
actually  worse  for  RDA  than  some  other  Federal  programs  in 
terms  of  length  of  time  it  takes  to  get  through  an  environmental 
review. 

One  program  that  is  real  popular  in  Oregon,  the  intermediary  re- 
lending  program,  which  hasn't  been  used  a  lot,  but  has  some  new 
money  with  the  Clinton  initiative,  requires  approval  of  individual 
loans.  Once  the  major  fund  gets  redistributed  to  a  COG  or  an  eco- 
nomic developnlent  district  for  lending,  and  they've  got  a  lot  of  ex- 
perience in  those  economic  development  districts  with  revolving 
loan  funds,  but  RDA  has  to  go  back  and  approve  each  individual 
loan.  It's  a  time-consuming,  onerous  process  that  I  don't  really 
think  is  necessary. 

EDA  doesn't  have  that  requirement  and  they  don't  seem  to  have 
too  much  problem  getting  their  money  out  the  door.  Another  thing 
about  the  business  and  industry  program  is  it  doesn't  allow  hotels, 
motels  and  tourism  facilities.  Now,  maybe  there's  a  good  reason  for 
that  when  there  are  other  economic  opportunities.  But  oftentimes 
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some  basic  infrastructure  like  that  is  really  important  to  a  small 
community  that's  looking  at  tourism  as  one  potential  •  future  eco- 
nomic opportunity. 

Finally,  just  a  quick  little  thing.  When  we  look  at  trying  to  com- 
bine some  of  these  agencies  to  do  projects  that  one  agency  can't  do 
by  themselves,  EDA  can  actually  give  money  to  RDA  so  that  we 
can  have  one  application  process,  but  RDA  can't  give  money  back 
to  EDA.  So  we've  got  a  little  glitch  there  that  needs  a  solution. 

In  close,  I'd  just  say  that  the  challenge,  I  think,  is  that  we're 
going  to  have  to  take  some  risk  in  these  communities.  The  change 
and  the  opportunities  are  going  to  develop  over  the  long  term. 
They're  not  going  to  happen  overnight. 

I  guess  the  challenge  you  face  is  how  do  you  evaluate  that  risk 
and  then  how  you  justify  some  losses  based  on  the  fact  that  not  ev- 
erything we  try  is  going  to  work,  but  we've  got  to  try  some  things. 

Thank  you  very  much. 

[Ms.  Youngbar's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Very  helpful.  This  whole  question  of  taking 
the  risk,  I  think,  is  really  key  and  I  think  you're  going  to  see  the 
Federal  Government  looking  more  and  more  at  programs,  for  ex- 
ample, where,  in  effect,  they're  willing  to  take  some  risk,  but  folks 
are  going  to  have  to  be  willing  to  try  some  new  things  at  the  local 
level. 

I  gather  from  all  of  you  and  our  witnesses  that  that's  very  much 
the  kind  of  things  you're  doing. 

Ms.  YouNGBAR.  Mr.  Chairman,  I  would  say  one  problem  we  don't 
have  in  rural  communities  is  a  lack  of  committed  people  at  the 
local  level  that  really  want  to  stay  in  their  community  and  find 
things  that  they  can  do  that  will  make  themselves  and  the  commu- 
nity economically  viable. 

Chairman  Wyden.  My  sense  is  that  Ms.  Jackson  is  talking  about 
even  in  terms  of  the  local  city  council  people  is  so  clearly  the  reali- 
ty and  these  folks  work  their  heads  off  from  morning  till  night  in 
their  own  businesses  and  then  come  down  on  top  of  it  and  they've 
got  to  try  to  wade  through  the  kind  of  municipal  decisionmaking 
processes. 

It's  clear  that  with  just  a  modest  amount  of  technical  assistance, 
the  Federal  Government  could  help  them  in  that  area. 

Mr.  Sommers,  welcome. 

TESTIMONY  OF  PAUL  SOMMERS,  CHIEF  ECONOMIST, 
NORTHWEST  POLICY  CENTER 

Mr.  Sommers.  Thank  you.  I  am  the  research  director  of  the 
Northwest  Policy  Center.  For  the  record,  my  name  is  Paul  Som- 
mers. The  Northwest  Policy  Center  is  a  grant-funded  policy  re- 
search group  which  has  been  interested  in  rural  development  prob- 
lems throughout  the  Northwest.  We've  been  there  for  about  6 
years. 

In  the  course  of  that  time,  we  have  become  convinced  that  there 
are  tremendous  opportunities  to  add  more  value  to  local  resources, 
the  wood,  the  fish,  the  minerals  and  so  on  that  are  present  in  such 
abundance  around  the  Northwest. 
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At  the  same  time,  we've  gotten  involved  with  a  number  of  prob- 
lems in  trying  to  realize  that  value-added  potential  of  the  resource 
base  that  remains  out  there.  We  are  convinced  that  the  Federal 
Government  can  be  a  major  player  in  helping  us  to  realize  that 
value. 

There  has  been  an  enormous  change  due  to  the  new  administra- 
tion and  the  attitude  of  the  Federal  Government  toward  this  and  I 
think  that  in  itself  deserves  recognition.  Three  or  4  years  ago,  as 
Kay  said,  when  we  first  began  to  confront  the  change  in  forest 
policy,  there  was  no  help  from  the  Federal  Government,  by  and 
large,  in  dealing  with  these  problems.  There  was  an  attitude  that 
existing  programs  were  all  that  was  necessary  and  that  these  prob- 
lems were  just  minor  transitions  that  we'd  quickly  get  over. 

That  obviously  wasn't  the  case  and  the  new  attitude  that  is  ap- 
parent in  Washington  is  very,  very  welcome.  At  the  same  time,  I 
think  we  have  to  be  cognizant  of  the  fact  that  the  Federal  Govern- 
ment is  kind  of  a  Johnny-come-lately  in  dealing  with  these  prob- 
lems. The  States  and  the  local  community  groups  out  there  and  the 
business  people  in  those  communities  have  been  struggling  with 
this  for  at  least  the  last  4  years. 

As  the  parade  of  witnesses  before  you  this  morning  has  shown, 
there  are  a  number  of  ideas  out  there,  a  number  of  strategies  that 
are  being  tried,  and  the  problem  is  now  to  figure  out  how  the  Fed- 
eral Government  can  assist  that  process  and  not  get  into  the  way 
of  it. 

As  you  said  earlier,  the  devil  is  often  in  the  details  and  there  are 
a  number  of  details  that  are  already  coming  to  the  floor  that  the 
Congress  and  the  administration  will  have  to  deal  with  over  time. 

You  mentioned  tourism  there.  In  fact,  a  number  of  the  provisions 
in  the  existing  economic  assistance  programs  where  tourism  is  pre- 
cluded as  a  strategy,  yet  as  you  look  around  Western  Oregon  and 
Washington,  in  these  communities  where  primary  timber  products 
are  not  going  to  play  as  big  a  role  in  the  future  as  they  have  in  the 
past,  tourism  in  a  number  of  these  communities  is  an  obvious  next 
industry  to  try  to  develop. 

To  have  that  precluded  in  the  Federal  assistance  programs  is 
silly  and  should  be  changed.  Another  area  where  there's  a  possibili- 
ty of  some  difficulties  is  in  the  rather  interesting  innovation  of  the 
community  economic  revitalization  committees.  This  is  a  sensible 
strategy  to  try  to  coordinate  Federal  assistance  efforts  with  those 
that  have  been  developed  in  States  and  local  groups. 

Yet  I'm  told  that  these  things  have  the  status  advisory  commit- 
tees, that  the  actual  decisions  have  to  be  made  only  by  a  proper 
Federal  official.  So  that  does  not  create  a  feeling  of  full  participa- 
tion in  the  partnership  on  the  part  of  the  State  and  local  partici- 
pants, who  are  already  beginning  to  grumble  about  this  to  some 
degree. 

If  there  is  any  ability  to  change  that,  to  create  some  new  institu- 
tion where  there  can  be  a  true  partnership,  I'm  sure  that  people 
out  here  would  welcome  that. 

On  the  economic  development  side,  I  thought  that  Ray  Daffner 
listed  the  necessary  elements  to  revitalize  the  economy  very,  very 
well.  We  said  that  we  need  a  wood  products  supply  if  we're  going  to 
have  value-added  wood  products  getting  manufactured.  Then  we 
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need  capital  to  turn  those  raw  materials  into  higher-value  prod- 
ucts. We  need  training  for  workers  so  that  they  have  the  appropri- 
ate skills  that  they  could  transition  into  that  new  and  growing  in- 
dustry. 

We  need  a  great  deal  of  technology  development  just  to  deal  with 
the  changes  in  the  nature  of  the  supply,  the  lower  quality,  lower 
diameter  type  of  wood  that  is  being  made  available.  Last,  we  need 
new  marketing  initiatives. 

I  think  we  have  shown  over  the  last  several  years  that  associa- 
tions or  collaborations  of  individual  entrepreneurs  are  an  excellent 
way  to  try  to  deal  with  all  of  those  problems,  whether  it  be  a  net- 
work, as  in  the  case  of  WoodNet  or  some  of  the  other  manufactur- 
ing networks  that  we  have  in  the  region,  or  larger  entities,  such  as 
the  Oregon  Wood  Products  Competitiveness  Corporation.  We  have 
to  get  those  private  firms  together  to  figure  out  the  best  ways  of 
dealing  with  those  problems. 

Here  I  think  the  Federal  Government  could  be  of  more  help  than 
it  has  been.  There  have  been  a  couple  of  mechanisms  by  which 
Federal  agencies  have  supported  these  networks  so  far,  by  contrib- 
uting through  the  Forest  Service,  for  example,  to  some  of  the  mar- 
keting initiatives  of  WoodNet.  We  also  have,  through  defense  diver- 
sification programs,  a  new  thing  called  USNet,  which  is  going  to 
provide  some  network  training  and  coaching  services  to  networks 
that  are  aimed  at  groups  of  firms  trying  to  diversify  away  from  a 
defense  dependency  that  was  their  historical  market  base. 

If  we  could  broaden  that  effort  to  also  include  efforts  to  deal  with 
the  wood  products  industry  issues,  I  think  that  would  be  very,  very 
useful.  Yet  as  the  thing  is  now  constituted,  we're  going  to  have  to 
focus  only  on  defense  oriented  manufacturers  and  not  on  the  value- 
added  wood  products.  That  is  an  example  of  a  partnership  between 
the  Federal  Government  and  States.  There  are  10  States  that  are 
participating  and  are  providing  half  of  the  funding  for  the  project 
in  conjunction  with  the  technology  reinvestment  program  provid- 
ing the  Federal  share. 

Two  of  those  States  are  Oregon  and  Washington.  So  I  think 
there's  an  opportunity  there  to  broaden  it  out  to  include  some  of 
the  groups  trying  to  develop  networks  in  the  wood  products  indus- 
tries. 

With  that  and  the  excellent  comments  made  by  previous  wit- 
nesses, I'll  stop  and  invite  your  questions. 

[Mr.  Sommers'  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Thank  you.  Mr.  Hare,  welcome.  Oakridge,  the 
voice  of  Oakridge. 

TESTIMONY  OF  WES  HARE,  CITY  ADMINISTRATOR,  OAKRIDGE, 

OREGON 

Mr.  Hare.  Thank  you.  Greetings  from  Oakridge.  We  picked  up  a 
new  nickname  yesterday.  We  are  now  referred  to  as  the  poster  city 
for  the  Northwest  timber  initiative.  That  goes  along  with  our  other 
nicknames  of  the  tree  planting  capitol  of  the  world,  the  gem  of  the 
Cascades,  the  heart  of  the  timber  empire,  the  gateway  to  a  recrea- 
tion paradise,  and,  of  course,  finally,  the  town  that's  been  through 
the  mill. 
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In  my  written  testimony,  I  sort  of  outlined  what's  happened  to 
Oakridge  over  the  past  few  years  and  rather  than  go  into  the  gory 
details,  I  guess  what  I'd  like  to  do  is  extract  from  that  testimony  a 
theme,  and  the  theme  is  partnerships. 

It's  been  mentioned,  I  think,  by  several  other  folks,  but  I'd  really 
like  to  emphasize  how  critically  important  I  think  that's  going  to 
be  to  any  kind  of  initiative  that  we  have  to  help  rural  communities 
in  Oregon  and  throughout  the  Northwest. 

One  of  the  key  barriers  to  an  effective  partnership  is  local  capac- 
ity. Most  of  the  small  towns  that  we're  dealing  with  do  not  have 
staff.  They  frequently  are  not  even  aware  of  the  Federal  programs 
that  are  out  there.  The  metaphor  that  I  always  use  is  that  the  Fed- 
eral Government  has  developed  some  very  sophisticated  transmit- 
ters, but  there  aren't  any  receivers  in  the  communities  that  you're 
trying  to  get  the  resources  to. 

I  think  one  of  the  ways  to  remedy  that  is  to  try  and  get  grant 
assistance  to  small  communities  to  fund  circuitriders,  to  fund  pro- 
grams like  what  Lynn  Youngbar  is  doing  with  Rural  Development 
Initiatives,  and  this  has  to  be  sustained  over  time.  You  don't  re- 
build an  economy.  You  don't  compensate  for  what's  been  lost  in 
these  communities  in  a  short  period  of  time.  It's  going  to  take  a 
long  time  and  I  think  that's  a  real  troubling  issue  for  the  Federal 
Government. 

Most  of  the  programs  that  you  like  to — the  kinds  of  assistance 
that  you  like  to  do  are  sort  of  one-time  investments  that  are  quick 
and  dirty,  where  there's  a  result  that  you  can  see.  Frankly,  I  don't 
think  that's  going  to  work  in  rural  communities,  at  least  not  based 
on  my  experience. 

I  think  more  field  people  for  the  Federal  agencies  might  also  -be 
useful,  people  who  can  actually  do  outreach.  It's  really  tough,  I 
think,  to  do  rural  development  when  the  person  that  you  have  spe- 
cializing in  that  particular  interest  sits  in  an  office  in  an  urban 
area.  People  need  to  be  out  in  the  field  and  see  what's  going  on 
before  they  can  really  get  a  sense  of  what's  needed. 

I  think  a  second  problem  with  partnerships  is — and  it  goes 
beyond  attitude.  It's  just  the  reasonableness  of  regulations.  I  think 
so  often  Federal  programs  touch  so  many  interests  that  they  fail  to 
actually  advance  them.  When  you  have  a  Federal  agency  that 
comes  to  a  local  community  and  perhaps  has  either  lent  some 
money  or  granted  some  money  and  then  starts  raising  questions 
about  whether  or  not  you've  been  able  to  adopt  a  housing  discrimi- 
nation policy,  whether  or  not  you've  done  your  handicapped  acces- 
sibility studies,  whether  or  not  you've  dealt  with  the  drug-free 
workplace  regulations. 

A  mayor,  as  has  already  been  indicated,  who  has  already  worked 
a  12-hour  day,  who  has  already  been  confronted  with  these  sorts  of 
regulations  and  requirements,  their  eyes  start  to  glaze  over  and 
they  wonder  why  in  the  heck  they  ever  accepted  that  money  in  the 
first  place. 

There  are  towns  in  Oregon  that  have  had  official  policies  written 
into  their  resolutions  adopted  by  their  city  councils  stating  they 
will  not  accept  Federal  money  for  exactly  those  kinds  of  reasons. 
That's  absurd.  Essentially,  what  that  means  is  that  rural  communi- 
ties are  exporting  capital  to  urban  areas  because  they  don't  have 
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the  administrative  capacity  to  deal  with  the  Federal  money  that 
might  come  back  and  help  them.  That  just  can't  continue. 

Finally,  I  think  better  use  of  resources.  We've  already  talked 
about  adding  value  to  wood,  but  I  think  we  need  to  talk  about 
adding  value  to  land.  We've  talked  about  these  abandoned  mill 
sites  and  one  of  the  key  projects  that  we're  working  on  in  Oakridge 
is  a  redevelopment  of  an  old  mill  site. 

I  think  what  we  sometimes  forget  is  these  sites  were  the  produc- 
tive centers  of  these  communities.  Six  hundred  people.  That  site 
supported  600  jobs  at  one  time.  It  just  can't  afford  to  stand  idle. 
There  are  no  other  sites  within  these  communities  that  can  support 
that  level  of  productivity  and  that  kind  of  activity.  We  have  to  find 
solutions  and  programs  to  be  able  to  rehabilitate  those  places  and 
make  them  productive  again. 

Again,  I  think  partnerships  that  involve  equal  commitments 
from  local  communities,  from  counties,  from  the  State  and  from 
the  Federal  Government  all  working  together  are  the  best  solution 
and  that's  the  model  that  we're  trying  to  follow  in  Oakridge,  is  to 
involve  as  many  different  agencies  and  individuals  as  we  can  to 
make  the  thing  come  together. 

With  that,  I  will  close  and  be  glad  to  answer  any  questions. 

[Mr.  Hare's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Well  done,  Mr.  Hare,  and  really  I  think  a  per- 
fect kind  of  lead-in  into  some  of  the  questions  I  want  to  talk  about, 
particularly  in  terms  of  the  resources  for  local  areas. 

One  of  the  things  that  I  hear  from  time  to  time  is  that  the  Feder- 
al agencies  have  pulled  people,  actually  pulled  some  of  the  small 
core  of  people  who  are  available  in  a  small  town,  say  a  Forest  Serv- 
ice person  in  a  small  town,  they've  actually  pulled  them  out  of 
there  and  sent  them  to  a  regional  office,  like  in  Portland,  Seattle, 
or  something  like  that. 

Is  that  going  on? 

Mr.  Hare.  Yes.  You  have  a  tremendous  irony.  On  the  one  hand, 
right  now  you  have  Federal  agencies,  and  let's  use  the  Forest  Serv- 
ice as  an  example,  that  have  started  a  major  community  develop- 
ment initiative  at  the  same  time  that  they're  slashing  their  work 
force  in  rural  communities. 

We  struggle.  If  we  get  community  development  money  from  any 
Federal  agency,  and  I  think  most  of  the  folks  that  do  this  work 
would  back  me  up,  we're  lucky  if  we  can  create  some  $6  to  $10 
dollar  an  hour  jobs.  We  count  ourselves  fortunate  if  we're  actually 
able  to  get  something  going. 

If  you  contrast  that  with  the  loss  of  jobs  that  we're  seeing  in 
Forest  Service  offices  throughout  these  small  communities,  the  con- 
trast is  remarkable. 

Chairman  Wyden.  What  has  been  the  logic  behind  this?  It  seems 
to  me  if  you're  talking  about  a  small  number  of  people — again,  you 
all  are  talking  about  just  nuts  and  bolts  questions  of  how  you  get 
resources  when  a  city  council  person  who  has  worked  a  12-hour  day 
shows  up.  What  is  the  rationale  that  you  have  heard  from  the  Fed- 
eral agencies  for  pulling  some  of  the  few  resources  you  have  out  of 
the  small  town  and  send  them  to  a  regional  office? 
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I  would  assume  that  if  you  were  to  do  that,  what  that  person 
would  have  to  do  at  some  point  is  come  back,  if  you  wanted  to  do 
anything  at  all.  But  what  is  the  logic  behind  this? 

Mr.  Hare.  I  think  we're  talking  about  two  phenomena  really  and 
I  think  the  logic  behind  both  is  money  from  the  agencies'  perspec- 
tive. One,  there  is  an  assumption  that  it  takes  fewer  people  to 
manage  a  forest  for  ecosystem  values  than  it  does  to  manage  it  for 
harvest,  for  timber  harvest  or  timber  production.  I  think  that's  a 
faulty  assumption. 

The  second  is  that  by  centralizing,  by  cutting  back  on  field  staff, 
they  can  somehow  get  more  bang  for  the  buck  by  spreading  that 
person  out  wider.  Obviously,  that  doesn't  work.  It's  particularly 
harmful  in  these  communities  that,  again,  don't  have  any  capacity 
to  go  back  and  deal  with  the  regional  centers. 

Chairman  Wyden.  It's  interesting  what  you  have  said.  It  echoes 
what  Commissioner  Lindquist  said.  I  don't  know  if  you  were  here 
when  he  was  talking,  but  there  are  lots  of  sort  parallels  here,  prob- 
lems of  industrial  zoning,  environmental  preparation,  cleanup 
costs. 

If  you  could  wave  your  wand  and  the  Federal  Government  did 
one  thing  that  would  really  be  of  direct  help  to  you,  what  would  it 
be  in  terms  of  those  problems?  I'm  sure  in  terms  of  industrial 
zoning,  in  lots  of  small  towns,  that  may  be  the  best  opportunity. 

Mr.  Hare.  If  I  could  wave  my  wand  at  this  moment,  because  I 
haven't  thought  a  lot  about  what  I  would  do  if  I  would  wave  my 
wand,  I  guess  what  I  would — I'd  go  back  to  the  thing  that  I  empha- 
sized, and  that's  partnerships.  That's  a  recognition  that  this  is 
going  to  take  a  lot  of  coordination  among  a  lot  of  different  people. 

Recognizing — getting  our  egos  out  of  the  way,  getting  the  issue  of 
turf  out  of  the  way,  recognizing  that  there  are  contributions  to  be 
made  at  each  and  every  level  and  that  we  are  working  partners  in 
an  effort  to  redevelop  a  very,  very  productive  piece  of  this  United 
States. 

We're  not  dealing  with — a  lot  of  these  communities  have  been 
devastated,  but  there's  still  a  lot  of  resources  there.  I  think  that 
that's,  again,  part  attitude.  It's  going  to  need  to  be  reflected  both  in 
legislation  and  in  administrative  rules. 

Chairman  Wyden.  Very  helpful.  Mr.  Sommers,  on  the  point  of 
the  credit  and  the  loan  availability,  we've  heard  again  and  again 
today  that  people  need  the  loan  dollars,  but  they  are  not  exactly 
holding  rallies  for  the  public  guaranteed  loan  program. 

Mr.  Sommers.  Right. 

Chairman  Wyden.  The  fact  of  the  matter  is  a  lot  of  them  find 
them  bogged  down  in  paperwork  and  conflicting  requirements  and 
the  like.  Can  you  give  us  your  thoughts  on  what  would  be  a  specific 
way  to  consolidate  and  streamline  some  of  these  loan  programs  so 
that  as  part  of  this  Federal  economic  initiative  we  might  be  able  to 
go  to  people  with  something  that  they  wouldn't  regard  with  such 
hostility? 

Mr.  Sommers.  I  think  part  of  it  is  just  having  to  go  to  a  bunch  of 
different  offices  to  meet  a  bunch  of  strange  people  who  are  bureau- 
crats, who  have  come  from  the  Government,  and  they're  not  part 
of  your  community  and  this  is  very  threatening  to  you. 
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We  have  an  example  out  on  the  Olympic  Peninsula  of  a  fellow 
who  is  doing  chainsaw  carvings.  He's  one  of  the  members  of  Wood- 
Net.  This  man  had  to  be  cajoled  into  accepting  money  to  expand 
his  business  and  he  did  it  only  because  he  knew  somebody  from  a 
community  revolving  loan  fund,  called  Cascadia,  who  had  spent  a 
lot  of  time  out  there  getting  to  know  people. 

Only  on  the  basis  of  that  relationship  and  some  encouragement 
from  WoodNet  was  he  willing  to  go  ahead  and  try  to  expand  his 
business,  accept  the  money  in  order  to  do  that. 

I  think  the  answer  then  is  not  necessarily  consolidating  Federal 
programs,  but  making  them  available  through  these  local  commu- 
nity agents,  ideally  through  a  system  of  community  development 
banks.  I  think  the  candidate  Clinton  talked  about  that  a  lot  and  it 
has  kind  of  gotten  lost  in  some  ways.  We  don't  have  a  major  com- 
munity development  bank  initiative  that  would  fund  locally-based 
entities  to  provide  these  kinds  of  services.  But  I  think  that  is  the 
right  answer. 

Chairman  Wyden.  So  you're  not  as  interested  in  consolidating 
the  programs  as  you  are  in 

Mr.  SoMMERS.  Not  solely  in  consolidating,  but  in  doing  it  in  a 
way  that  it  has  a  community  face  to  it  and  doing  it  in  a  way  that 
matches  up  the  availability  of  funds  with  technical  assistance 
through  technology  centers,  through  State  programs  that  have  the 
technical  expertise  or  something  like  the  Wood  Products  Competi- 
tiveness Corporation.  I  think  that  technical  assistance  needs  to  go 
hand-in-hand  with  the  money  in  a  true  development  kind  of  oper- 
ation. 

Chairman  Wyden.  Ms.  Youngbar,  you  talk  about  training  local 
assistance  teams  and  say  that  there  are  lots  of  programs  out  there 
already  that  could  help  local  businesses.  I  gather  you  feel  that  with 
a  modest  Federal  role,  that  these  kind  of  teams  could  really  be 
helpful.  Is  that  correct? 

Ms.  Youngbar.  I  think  so.  There  are  a  lot  of  programs  out  there. 
The  community  colleges  have  small  business  development  centers, 
but  we  only  work  in  one  of  our  50  or  so  communities  that  actually 
has  a  community  college  in  it.  You  get  the  person  traveling  once 
every  couple  of  weeks,  but  oftentimes  that  doesn't  meet  the 
demand  of  a  local  person. 

So  we're  hoping  that  we  can  begin  spading  these  rural  communi- 
ties, if  you  will,  for  business  ideas,  like  Gus  talked  about,  and 
maybe  weave  some  of  that  together  so  that  then  those  folks  can 
take  better  advantage  of  the  programs  that  are  out  there. 

Chairman  Wyden.  On  this  matter  of  the  community  develop- 
ment banks,  and  several  of  you  have  mentioned  it,  I'm  an  advocate 
of  it.  I  think  it  makes  sense.  But  I'm  still  a  little  bit  concerned 
about  the  idea  that  in  pushing  this  and  pushing  this  so  vigorously 
that  people,  to  some  extent,  are  saying,  well,  the  commercial  banks 
aren't  going  to  be  visible  players  in  rural  communities. 

Are  you  all  troubled  by  this,  and,  if  so,  how  come  so  little  empha- 
sis is  spent  in  these  kinds  of  hearings  and  other  discussions  in 
pushing  the  commercial  banks? 

Ms.  Gabriel.  One  approach  that  we  have  used  with  our  local  di- 
versification funds  and  the  revolving  loan  fund  that  we  have  set 
up,  which,  of  course,  requires  a  one-to-one  match  of  private  dollars, 
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is  we  set  up  an  advisory  board  that  consists  of  several  bankers 
from  within  our  communities.  A  condition  of  sitting  on  this  adviso- 
ry board  was  that  they  would  agree  not  only  to  involve  their  banks 
in  making  these  loans,  but  to  talk  to  their  peers  in  the  banking 
community  to  encourage  them  to  do  that.  That  was  one  of  the  rea- 
sons we  wanted  a  revolving  loan  fund  was  to  convince  the  banking 
community  to  take  a  chance  again  on  forest  products  businesses. 

In  addition  to  that,  through  our  technical  assistance,  our  staff  of 
industry  people  who  work  with  these  small  businesses,  they  help 
them  prepare  their  business  plans  and  sometimes  go  with  them  to 
the  local  banks  to  help  them  make  their  presentations. 

In  essence,  we  say  that  the  State  is  willing  to  take  a  chance  by 
us  providing  technical  assistance.  The  Federal  Government  is 
taking  a  chance  by  putting  up  some  of  the  Federal  dollars,  why 
don't  you  step  up  to  the  table  as  private  bankers  and  do  so.  We 
have  been  fairly  successful  in  doing  that. 

Chairman  Wyden.  Ms.  Youngbar? 

Ms.  Youngbar.  I  think  another  point  is  the  banks  are  often  not 
willing  to  take  the  risk  and  they  blame  it  on  the  Federal  regula- 
tors. 

Now,  I  don't  know  the  real  answer  there,  but  you  have — and  I'm 
not — I  haven't  done  great  research  on  the  banks,  but  the  bigger 
banks  that  could  make  some  of  these  loans  and  take  some  of  these 
risks,  they've  centralized  their  operations  and,  frankly,  they're  not 
very  interested  in  small  rural  communities,  partly  because  the  col- 
lateral there  would  be  hard  to  dispose  of  if  the  loans  did  go  bad. 

Then  you  have  the  small  local  banks,  of  which  there  are  some, 
that  just  don't  have  the  capacity  at  this  point  to  do  some  of  the 
projects.  So  I  think  you've  got  a  gap  and  we've  seen  these  local  re- 
volving loan  funds,  like  the  economic  development  districts  and 
some  of  the  COG's  have,  be  very  effective  at  marrying  the  banks 
with  some  of  the  Federal  programs,  and  I  think  that's  where  you 
see  the  interest. 

Maybe  we're  guilty  of  turning  our  back  on  the  banks  to  some 
extent  because  you  see  these  problems  and  you  hear  this  same 
thing  over  and  over  again  and  people  quit  asking  after  a  while. 

Chairman  Wyden.  Ms.  Jackson,  do  you  want  to  add  anything  to 
that? 

Ms.  Jackson.  Yes.  I  look  at  it  from  probably  not  as  nice  a  point 
of  view,  and  that  is  that  basically — I'm  a  former  banker.  We've  had 
the  opportunity.  Grant  you  there  are  some  regulatory  issues  you 
have  to  deal  with,  but  on  the  other  hand,  we  weren't  always  inter- 
ested. We  also  invented  our  own  ways  of  not  making  those  loans.  I 
feel  that  the  banks,  yes,  did  have  an  opportunity,  chose  not  to  take 
that  opportunity. 

Any  time  there  is  a  demand  out  there,  someone  will  meet  that 
need.  Therefore,  there  is  a  need  for  the  community  banks  to  meet 
those  needs.  At  some  point,  if  you  have  the  commercial  banks  de- 
termine that  this  is,  yes,  something  they'd  want  to  do,  they  will 
leap  back  in  and  you  may  have  then  a  need  for  fewer  community 
developed  banks. 

Chairman  Wyden.  I  think  your  point  is  well  taken.  Here's  the 
bottom  line.  Yes,  there  were  regulatory  hoops  that  were  unneces- 
sarily bureaucratic  and  were  excessively  difficult  for  bankers  to  go 
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through.  But  I  don't  think  it's  appropriate  to  be  letting  them  off 
the  hook  this  easy. 

Congresswoman  Furse  and  I,  at  the  beginning  of  this  session  of 
Congress,  in  fact,  met  and  in  discussions  with  the  Oregon  Bankers 
Association  agreed  that  we  would  back  a  specific  number  of  the 
regulatory  relief  proposals  that  they  were  interested  in,  and  we 
have  followed  up  and  have  been  supportive  of  that.  Congresswoman 
Furse  is  on  the  Banking  Committee.  In  return,  those  bankers 
would  increase  the  small  business  loans. 

Now,  the  bankers  have  recently  given  us  documents  attesting  to 
the  current  level  of  small  business  loans  and  I  want  you  to  know 
that  our  subcommittee  is  going  to  specifically  write  to  the  Oregon 
Bankers  Association  and  ask  them,  as  part  of  this  project,  a  project 
that  they  committed  to  with  Congresswoman  Furse  and  I  at  the  be- 
ginning of  this  year,  we're  going  to  ask  them  about  the  level  of 
small  business  loans  in  rural  communities,  rural  timber-dependent 
communities. 

We  are  going  to  get  that  data  and  my  pledge  to  you  is  I  will 
share  it  with  every  single  one  of  you.  I  will  start  with  you,  Mr. 
Hare,  Mr.  Sommers,  Ms.  Youngbar,  Mr.  Baugh  at  the  State  level, 
Ms.  Jackson,  and  Ms.  Gabriel.  You,  too,  are  in  Washington.  But  we 
are  going  to  get  that  information  and  we  are  not  going  to  let  the 
traditional  banks  off  the  hook  this  easy. 

Community  development  banking  is  good.  We  support  it.  It  gives 
us  a  chance  to  really  tailor  what's  done  to  some  of  the  new  creative 
kinds  of  strategies,  but,  darn  it,  there  is  too  much  capital  out  there 
in  the  traditional  banking  system.  Our  region  has  historically  been 
capital  short.  We  know  that  about  the  Pacific  Northwest. 

I  will  send  you  copies  of  the  letter  that  we  are  going  to  send  the 
Oregon  Bankers  with  respect  to  the  project  that  is  now  underway 
and  see  what  they  will  give  us  in  terms  of  the  current  level  of 
loans  in  the  rural  communities,  and  I  will  share  that  data  with  you 
and  we  will  pursue  it. 

I've  listened  to  all  of  you  and  the  kinds  of  ways  you're  trying  to 
make  these  resources  stretch  and  you've  got  city  council  people 
coming  down  after  they're  exhausted  trying  to  make  their  way 
through  it  and  you  feel  you've  got  to  have  community  development 
banks  and  a  variety  of  other  kinds  of  approaches  and  we  support 
them. 

But  there  are  existing  resources  out  there.  There  are  resources 
that  do  have  capital.  Again,  we've  got  to  wring  more  out  of  them  if 
we're  going  to  make,  as  Mr.  Hare  appropriately  says,  this  partner- 
ship really  pay  off. 

Anything  else  you  all  want  to  add? 

Ms.  Jackson.  I  would  only  add  to  that  that  at  a  time  when  we're 
trying  to  combine  public  and  private  sector  into  partnerships,  a 
real  missing  element  is  our  community  banks  or  our  commercial 
banks  in  our  communities,  and  any  help  you  can  provide  in  bring- 
ing those  in  would  certainly  be  accepted. 

Chairman  Wyden.  As  a  former  banker,  thanks  for  blowing  the 
whistle.  Mr.  Baugh,  your  testimony  was  excellent.  I  don't  have  any 
further  questions  for  you  at  this  time,  but  I'm  going  to  follow  up  on 
those  suggestions  because  a  couple  of  those  are  really  very  sensible 
and  we  appreciate  it. 
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We  will  excuse  you  at  this  time.  Our  next  panel — in  fact,  with 
the  indulgence  of  the  next  panel,  if  we  could  take  a  5-minute 
recess,  staff  tells  me  that  we  need  to  take  short  recess.  Let's  recon- 
vene in  5  minutes. 

[Recess.] 

Chairman  Wyden.  The  subcommittee  will  come  to  order.  Let  me 
ask  our  guests,  Tom  Tuchmann,  Special  Assistant  for  Forest  Policy 
and  Economic  Development,  Office  of  the  Secretary  in  the  Depart- 
ment of  the  Interior,  a  resident  of  Washington,  DC  and  fortunately 
spending  a  lot  of  time  in  Portland  in  the  days  ahead;  Mr.  John 
Oilman,  who  has  worked  closely  with  the  subcommittee  for  a  long 
time — John,  we  welcome  you  from  the  SBA. 

A  good  friend  of  this  subcommittee,  somebody  we've  worked  with 
for  many,  many  years,  Wayne  Fawbush,  who  is  an  Oregonian  in 
Washington,  DC,  with  FHA  in  the  Department  of  Agriculture,  and 
we  welcome  him. 

We  have  an  additional  guest  and  I've  got  to  get  my  spectacles  on. 
John,  is  this  one  of  your  associates? 

Mr.  Oilman.  Yes,  he  is.  Congressman.  This  is  Bob  Rand,  who 
heads  our  timber  program  in  the  Portland  District  Office. 

Chairman  Wyden.  All  right.  Mr.  Rand,  if  you  don't  have  any  ob- 
jection and  our  other  guests — Mr.  Tuchmann,  do  you  have  another 
associate,  too? 

Mr.  Tuchmann.  Yes,  I  do.  John  Combs,  who  is  chairing  our 
study  group  on  small  business  and  secondary  manufacturing. 

Chairman  Wyden.  Very  good.  Let  us,  if  you  additional  witnesses 
don't  have  any  objection,  swear  you  all,  as  well,  since  you  may  par- 
ticipate in  any  questions.  Do  any  of  you  have  any  objections  to 
being  sworn  as  a  witness? 

[No  response.] 

Chairman  Wyden.  Please  rise  and  raise  your  right  hand. 

[Witnesses  sworn.] 

Chairman  Wyden.  We're  going  to  make  your  prepared  remarks  a 
part  of  the  hearing  record  in  their  entirety.  This  has  been  a  very 
long  hearing  and  we  really  appreciate  everybody's  patience  and 
bearing  with  us.  Mr.  Tuchmann,  I  know  you  made  a  long  flight  so 
you  could  be  out  here  expressly  because  you  have  been  especially 
interested  in  the  issues  of  small  business.  It's  been  helpful  to  have 
a  chance  to  talk  with  you  in  the  office  about  a  number  of  these 
issues. 

I  am  particularly  pleased  that  you're  launching  another  effort  to 
go  after  these  questions  at  this  time.  So  welcome  and  thank  you  for 
your  interest  in  these  matters.  We'll  make  your  statement  a  part  of 
the  record.  Please  proceed. 

TESTIMONY  OF  THOMAS  TUCHMANN,  SPECIAL  ASSISTANT  FOR 
FOREST  POLICY  AND  ECONOMIC  DEVELOPMENT,  OFFICE  OF 
THE  SECRETARY,  U.S.  DEPARTMENT  OF  THE  INTERIOR 

Mr.  Tuchmann.  Thank  you,  Mr.  Chairman.  Thank  you  for  hold- 
ing this  hearing  today  on  a  very  important  subject,  small  business 
and  secondary  manufacturing  opportunities  in  the  forest  products 
industry. 
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I  would  like  to  briefly  expand  on  my  written  comments  which  I 
have  submitted  to  you  for  the  record  and  begin  by  saying  that  we 
all  recognize  that  these  are  very  difficult  times  for  segments  of  the 
industry  and  that  many  events  over  the  last  decade  have  led  to  job 
displacements  within  the  industry  in  Oregon,  Washington,  North- 
ern California,  and,  as  we  bring  the  President's  forest  plan  from 
draft  to  final,  that  this  situation  is  under  continued  scrutiny. 

These  events  have  been  especially  difficult  for  small  businesses 
who  are  dependent  or  partially  dependent  on  Federal  timber 
supply  and  recognizing  this  dependence  and  the  importance  of 
timber  and  the  industry  to  the  economy  and  jobs  in  this  region,  as 
you  know,  when  he  unveiled  his  forest  plan,  stated  that  he  wanted 
to  look  at  ways  to  strengthen  small  business  and  secondary  manu- 
facturing in  a  priority  effort  throughout  the  region. 

Listening  to  the  other  witnesses  at  today's  hearing,  one  thing 
comes  through  very  clear.  That  is  that  small  business  is  the  heart 
and  soul  of  many  rural  communities  throughout  this  region.  As 
other  panelists  have  pointed  out,  I  think  there  are  around  162 
manufacturers  who  operate  in  this  region.  Most  of  them  are  in 
small  communities. 

While  large  businesses  do  have  some  mills  in  these  small  towns, 
they  tend  to  locate  in  larger  communities  with  larger  opportunities 
and  diversified  work  forces. 

When  we  look  at  job  generation,  which  is  obviously  top  on  the 
President's  and  this  administration's  minds,  it's  estimated  that  sec- 
ondary manufacturing  produces  from  4  to  25  times  more  jobs  in  the 
primary  manufacturing  sector. 

Yet  in  1990,  only  15  percent  of  timber  harvested  in  this  region 
ended  up  at  secondary  manufacturing  facilities  in  the  region.  More- 
over, employment  in  secondary  manufacturing  was  increasing  since 
1988  while  employment  in  the  forest  products  industry  region-wide 
was  declining. 

So  given  the  importance  of  these  sectors,  we  have  formed  a  study 
group  to  develop  options  to  ensure  or  to  look  at  ways  to  ensure  that 
Federal  actions  strengthen  small  business  and  secondary  manufac- 
turing in  the  wood  products  industry. 

In  doing  this,  we  want  to  not  just  protect  existing  jobs  in  those 
sectors,  but  we  also  want  to  create  even  more  opportunities.  Again, 
we've  heard  many,  many  good  ideas  today  at  this  hearing  about 
how  we  might  be  able  to  do  that. 

The  study  group  is  chaired  by  John  Combs,  who  is  with  me 
today.  John  is  a  staff  assistant  for  Timber  Management  with  the 
U.S.  Forest  Service  in  Washington,  DC.  The  study  group  is  com- 
prised of  12  other  individuals  from  the  Small  Business  Administra- 
tion, Bureau  of  Land  Management,  and  Forest  Service. 

In  keeping  with  our  efforts,  we're  trying  to  make  this  both  a 
bottom-up  and  a  top-down  process.  There  are  folks  both  within  the 
region  and  from  Washington,  DC  that  are  working  on  this  together 
so  that  we  can  best  coordinate  those  efforts. 

They've  been  asked  to  develop  options  that  the  administration 
may  wish  to  consider  and  each  option  is  also  going  to  have  a  discus- 
sion of  the  barriers  that  may  need  to  be  overcome.  I  know  this  is 
important  to  you.  When  do  we  need  to  go  to  Congress  for  some  of 
this?  Do  we  need  to  just  do  regulatory  rule  change?  Is  it  as  simple 
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as  changing  a  sentence  or  two,  probably  more  than  that,  a  couple 
of  sentences  or  paragraphs  in  the  Forest  Service  handbook? 

So  we're  going  to  be  taking  a  look  at  how  to  best  do  this  and  the 
timing  involved  in  that. 

Chairman  Wyden.  Congress  will  be  very  pleased  if  you  change 
just  a  sentence. 

Mr.  TucHMANN.  I  know.  Well,  we'll  see  how  much  of  that  we  can 
do.  But  there  are  a  number  of  areas  that  we're  looking  at  and  that 
we  think  must  be  addressed.  We  need  to  look  at  opportunities  for 
stabilizing  timber  supply  for  small  businesses.  That's  at  the  top. 

We  need  to  focus  on  opportunities  for  enhancing  domestic  sec- 
ondary manufacturing  businesses.  We  need  to  create  other  or  look 
at  other  ways  to  provide  preferential  wood  fiber  distribution  oppor- 
tunities. We  need  to  create  access  to  and  use  of  working  capital  to 
strengthen  small  businesses  in  the  wood  products  industry,  particu- 
larly those  involved  in  secondary  manufacturing. 

We  need  more  partnerships  with  public  and  private  sectors  to 
help  to  develop  improvements  in  secondary  manufacturing.  The 
final  thing  that  we're  going  to  be  looking  at  is  ways  to  improve  the 
efficiency  and  the  amount  of  fiber  recovery  through  improved  har- 
vesting and  manufacturing  technologies.  This  is  something  that  is 
often  not  addressed,  but  how  do  you  get  more  product  or  value  per 
board  foot  cut  or  per  volume  cut. 

In  doing  this,  we  all  must  recognize  the  importance  that  medium 
and  large  businesses  play  in  terms  of  both  the  communities  and 
jobs  in  this  region,  and  we  do  recognize  that  and  we  will  be  looking 
at  providing  them  opportunities  to  be  as  equally  involved  in  this 
process. 

During  January,  when  the  study  group  will  pull  together  a  draft, 
we  would  like  to  come  to  you  and  other  Members  of  Congress  and 
interested  individuals  and  show  you  what  good  work  the  Federal 
agencies  have  done  and  get  your  ideas  on  how  to  improve  that 
process. 

We  hope  that  by  the  end  of  February  we  will  have  a  list  of  op- 
tions that  we  can  take  to  the  decisionmakers  and  decide  how  to 
best  move  forward  to  actually  make  some  of  these  ideas  a  reality. 

So  in  closing,  Mr.  Chairman,  I  know  it  has  been  a  long  morning. 
I'd  like  to  again  thank  you  for  this  opportunity  to  speak  with  you 
and  share  some  perspective  on  this.  This  administration  is  commit- 
ted to  helping  the  people  of  Oregon,  Washington,  and  Northern 
California  and  we're  going  to  do  the  best  we  can  to  make  it 
happen. 

[Mr.  Tuchmann's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Mr.  Tuchmann,  thank  you.  I'll  have  some 
questions  here  in  a  moment.  Let  us  go  now  to  Mr.  Oilman. 

TESTIMONY  OF  JOHN  OILMAN,  DIRECTOR,  DISTRICT  OFFICE,  U.S. 
SMALL  BUSINESS  ADMINISTRATION 

Mr.  Oilman.  Mr.  Chairman,  it's  indeed  a  pleasure  for  me  to  be 
here  today  and  to  testify  on  SBA's  efforts  to  assist  in  the  timber- 
dependent  communities  in  our  State  around  the  Northwest.  I  think 
as  Mr.  Tuchmann  said,  you  are  aware  of  the  broad  initiative  under- 
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taken  to  implement  the  economic  recovery  portion  of  the  Presi- 
dent's forest  plan. 

I'd  like  to  focus  on  SBA's  role  in  the  effort  and  the  initiatives 
that  we  are  and  will  be  taking  to  assist  these  communities.  First, 
you  should  know  that  the  agency  is  represented  on  both  the  Forest 
Management  Group  and  the  Oregon  Community  Assistance  Group. 
I  am  the  agency  representative  on  the  Regional  Community  Eco- 
nomic Revitalization  Team,  or  the  RCERT,  which  covers  three 
States.  Mr.  Bob  Rand,  our  timber  specialist,  is  a  member  of  the 
Secondary  Products  Study  Group. 

We  are  also  represented  on  the  State  Community  Economic  Revi- 
talization Team,  or  the  SCERT,  in  Oregon.  You  suggested  that  we 
testify  on  five  specific  questions  and  we'd  like  to  do  that  now.  Then 
we'll  offer  additional  information  for  your  consideration  during  the 
question  and  answer. 

You  asked  for  a  description  of  problems,  resource-related  and 
capital-related,  facing  our  timber-dependent  communities.  Simply 
put,  the  problems  are  availability  of  capital,  particularly  small 
loans  and  loan  guarantees,  and  the  awareness  of  the  technical  as- 
sistance for  starting  and  managing  small  businesses. 

I  should  be  clear  that  in  the  current  fiscal  year,  SEA  does  not 
expect  a  shortage  of  funding  for  our  7(a)  loan  guarantees  or  re- 
sources to  provide  the  technical  assistance.  For  the  first  time  in  a 
number  of  years,  we  expect  to  have  no  interruption  in  our  ability 
to  meet  demand  for  loans. 

The  problem  is  access  to  these  programs  by  businesses  and  finan- 
cial institutions  unfamiliar  with  the  process.  The  second  problem  is 
that  banks  find  small  loans  particularly  difficult  to  make  in  com- 
munities with  uncertain  economic  futures.  We,  therefore,  regard 
our  role  as  a  loan  guarantor  in  these  communities  to  be  crucial. 

We  have  undertaken  some  initiatives  to  solve  these  problems.  I 
will  be  asking  for  authority  to  expand  the  territory  of  existing  mi- 
crolenders  in  the  Northwest  and  Northern  California  to  cover  the 
timber  communities  that  are  not  now  served. 

As  you  know,  microlenders  provide  small  fixed-rate  loans  under 
$25,000  and  they  also  provide  some  technical  assistance  to  the  re- 
cipients. In  Oregon,  Cascades  West  Certified  Development  Compa- 
ny is  our  microlender.  Our  office  is  going  to  work  with  them  to 
expand  their  territory  to  cover  the  additional  affected  counties. 

We'll  also  expedite  any  requests  they  may  make  to  increase  their 
lending  authority  to  accommodate  increased  demand.  The  Portland 
District  Office  will  also  provide  a  5-  to  8-day  turnaround  time  for 
all  applications  coming  from  banks  in  timber-dependent  communi- 
ties. In  essence,  we're  going  to  fast-track  those  applications. 

In  the  case  of  approvals,  we  will  send  the  documents  back  to  the 
bank  within  8  days.  We  feel  strongly  that  these  actions  and  others 
that  I  may  mention  later  will  increase  the  accessibility  of  capital  in 
the  communities  undertaking  an  economic  restructuring. 

With  regard  to  technical  assistance,  we've  taken  the  following 
steps.  The  district  will  co-sponsor  at  least  four  conferences  in  Janu- 
ary for  secondary  wood  products  manufacturers.  The  Wood  Prod- 
ucts Competitiveness  Corporation  and  the  Oregon  Bankers  Associa- 
tion will  be  other  co-sponsors. 
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District  staff  and  our  funded  resource  partners  will  offer  counsel- 
ing, training  and  information  referral  throughout  the  year.  Our 
funded  resources  include  six  Service  Corps  of  Retired  Executives, 
or  SCORE,  chapters,  20  small  business  development  centers,  and 
seven  small  business  institutes  located  at  State  colleges  and  univer- 
sities. 

District  staff  will  help  design,  develop  and  implement  services 
targeted  for  current  business  owners  and  prospective  entrepre- 
neurs. Services  will  include  free  counseling,  free  small  business  li- 
brary resources,  low  cost  training,  and  free  or  low  cost  technical  as- 
sistance. 

Current  services  will  be  made  available  to  all  target  client 
groups  identified  by  the  State  CERT.  Customized  services  will  be 
developed  in  partnership  with  key  industry  associations,  private  in- 
dustry, community  colleges,  colleges,  universities,  trade  and  profes- 
sional associations,  and  elected  officials. 

Programs  presented  will  include  the  following  topics;  business 
basics,  that's  getting  started,  market  research,  recordkeeping  and 
so  forth.  Business  development  assistance  will  be  directly  offered  to 
all  loan  applicants  from  designated  timber-dependent  communities. 

With  these  initiatives,  SBA  is  making  a  commitment  to  better 
serve  our  small  business  constituents  in  the  forest  product  indus- 
tries and  thereby  assist  the  Pacific  Northwest  communities  with 
economic  adjustment  and  recovery. 

That  concludes  my  formal  statement  and  I  will  be  most  pleased 
to  answer  any  questions  you  may  have  during  the  question  and 
answer. 

[Mr.  Oilman's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Thank  you.  We  will  have  a  number  here  in  a 
few  moments.  Mr.  Fawbush,  welcome.  Mr.  Oilman,  if  you  could  get 
Mr.  Fawbush  your  mike,  it  would  be  great. 

Mr.  Fawbush.  Thank  you.  For  the  record,  I'm  Wayne  Fawbush. 
I'm  the  deputy  for — excuse  me. 

Chairman  Wyden.  Mr.  Oilman,  my  apologies.  Did  your  associate 
want  to  make  a  prepared  statement? 

Mr.  Oilman.  Congressman,  he  certainly  does. 

Chairman  Wyden.  All  right.  My  apologies.  Just  for  the  record,  if 
you  could  spell  your  name. 

Mr.  Rand.  My  name  is  Bob  Rand,  R-a-n-d. 

Chairman  Wyden.  Madam  Recorder,  we  have  an  additional  wit- 
ness. Mr.  Rand,  welcome. 

TESTIMONY  OF  BOB  RAND,  INDUSTRIAL  SPECIALIST-FORESTRY, 
U.S.  SMALL  BUSINESS  ADMINISTRATION 

Mr.  Rand.  My  name  is  Bob  Rand.  I'm  an  Industrial  Specialist- 
Forestry  for  the  SBA  and  I  administer  the  setaside  program  in 
Western  Oregon  for  Forest  Service  and  BLM. 

Mr.  Chairman  and  members  of  the  committee,  I  would  like  to  ex- 
press my  appreciation  for  the  opportunity  to  appear  at  this  hearing 
to  review  the  history  of  the  timber  sale  setaside  program  and  its 
impact  on  purchases.  Specifically,  I  will  discuss  the  degree  to  which 
significant  reduction  in  overall  harvest  programs  will  effect  small 
business  and  options  for  changes  that  could  be  made  in  the  setaside 
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program  and  the  impact  these  changes  would  have  on  both  small 
business  and  other  purchasers  of  Federal  timber. 

The  current  setaside  program,  now  in  its  22nd  year,  has  its  roots 
in  Section  15(a)  of  the  Small  Business  Act.  The  SB  A  was  directed  to 
work  with  agencies  to  ensure  that  small  business  receives  its  fair 
proportion  of  the  total  sales  of  Government  property. 

The  SBA  has  interagency  agreements  and  operating  procedures 
with  the  Federal  timber-selling  agencies  to  implement  this  section 
of  the  law.  The  present  program  of  establishing  setasides,  stated 
simply,  restricts  selected  timber  sales  to  small  business  bidding,  if 
needed,  to  ensure  small  business  the  opportunity  to  obtain  its  his- 
torical fair  share  of  timber  sold. 

I  have  included  in  my  testimony  a  description  of  the  way  the  pro- 
gram operates.  Detailed  program  statistics  for  Fiscal  Years  1987 
through  1992  are  also  attached.  In  Fiscal  Year  1987,  which  was  a 
typical  of  previous  years,  U.S.  Forest  Service  Region  V-California, 
Region  Vl-Oregon  and  Washington,  and  Bureau  of  Land  Manage- 
ment in  Western  Oregon,  sold  6.9  billion  board  feet  of  timber. 

Small  businesses  purchased  4.2  billion  board  feet  and  of  that 
total,  721  million  board  feet  was  purchased  as  setaside  sales.  In 
Fiscal  Year  1992,  the  total  sell  of  timber  offered  in  the  same  areas 
totaled  703  million  board  feet.  Small  business  purchased  331  mil- 
lion board  feet,  138  million  as  setasides.  The  figures  for  1993  are 
not  yet  available. 

For  small  business  alone,  that  is  a  92  percent  reduction  in  pur- 
chases of  Federal  saw  timber.  Overall,  it  is  a  90  percent  reduction 
from  what  was  previously  considered  a  normal  sales  program. 

For  firms  totally  dependent  on  Federal  timber  for  raw  material 
supply,  the  impact  has  been  staggering.  If  this  situation  continues, 
the  options  are  plain — either  go  out  of  business  or  find  an  alterna- 
tive source  of  raw  material. 

The  operation  of  the  setaside  program  depends  on  saw  timber 
sales  being  offered.  With  only  10  percent  of  the  normal  program 
being  offered,  it  figures  that  some  National  Forests  in  the  districts 
are  offering  little  or  no  volume  for  sale.  Therefore,  the  timber  sale 
setaside  program  cannot  operate  normally. 

The  President's  forest  plan  proposes  1.2  billion  board  feet  of  Fed- 
eral timber  to  be  sold  in  Western  Oregon,  Western  Washington, 
and  Northern  California.  One  benefit  of  the  timber  sale  setaside 
program  on  small  business  purchases  has  been  the  stability  that  is 
afforded  when  you  know  that  a  share  of  public  timber  offered  is 
guaranteed  to  small  business. 

In  the  past,  this  program  has  allowed  small  business  purchases 
and  mill  owners  to  feel  comfortable  in  making  capital  improve- 
ments in  their  business.  They  could  do  this  knowing  that  a  steady 
supply  of  raw  material  was  available.  However,  the  guaranteed 
share  of  public  timber  for  small  businesses  is  only  a  share  of  what 
volume  is  actually  sold. 

In  a  period  such  as  now  when  the  Federal  volume  sold  has  been 
reduced  by  75  percent  or  more,  the  setaside  program  is  reduced  by 
the  same  amount.  If  a  given  market  area  has  an  SBA  share  of  45 
percent  and  historically  the  agency  sells  150  million,  then  67.5  mil- 
lion would  be  the  amount  protected  for  small  business  by  the  set- 
aside  program. 
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The  problem  that  arises  now  is  that  the  Federal  agencies  are  of- 
fering a  much  smaller  volume  and  a  45  percent  share  loses  its 
impact  in  total  sales.  When  the  total  sales  are  only  20  million,  45 
percent  of  20  million  is  only  9  million  board  feet. 

On  October  1,  1993,  SBA  Administrator  Erskin  Bowles  met  with 
representatives  of  the  Pacific  Northwest  Small  Business  Forest 
Products  Industry.  At  this  meeting,  the  Administrator  committed 
to  do  the  following  four  things;  work  hard  for  a  stronger  SBA  set- 
aside  mandate;  work  hard  to  increase  the  supply  of  Federal  timber 
to  those  small  businesses  in  communities  most  dependent  on  Feder- 
al timber  and  the  National  Forests;  work  hard  to  increase  the  sales 
preference  given  to  the  businesses  that  will  make  the  best  job-cre- 
ating use  of  the  scarce  raw  material  through  a  value-added  process; 
and,  to  get  as  much  as  possible  of  the  $1.2  billion  in  the  President's 
plan  targeted  toward  working  capital  needs  of  the  small  timber-re- 
lated businesses  that  are  adversely  affected  by  the  timber  shortage. 

A  key  element  of  the  President's  forest  plan  is  to  identify  and 
implement  the  best  ways  to  strengthen  small  business  and  second- 
ary manufacturing  in  the  wood  products  industry.  As  a  result  of 
the  declining  timber  supply  from  Federal  lands,  the  small  business 
wood  products  industry  will  experience  changes  in  the  amount  and 
type  of  timber  offered  from  these  lands.  This  will  result  in  econom- 
ic changes  in  California,  Oregon,  and  Washington. 

The  SBA  has  been  working  with  the  interagency  small  business 
and  secondary  manufacturing  study  group.  This  is  an  interagency 
group  that  was  formed  to  develop  options  to  ensure  that  the  Feder- 
al actions  will  strengthen  small  business  wood  products. 

I  think  I'll  just  skip  this  because  Tom  has  covered  it.  Tom  Tuch- 
mann  has  already  explained  and  proposed  these  outputs.  To  expe- 
dite things  here,  I  wish  to  make  thanks  for  testifying  and  I'll 
answer  any  questions. 

Chairman  Wyden.  Thank  you.  Mr.  Fawbush. 

TESTIMONY  OF  WAYNE  FAWBUSH,  DEPUTY  FOR  OPERATIONS, 
FARMERS  HOME  ADMINISTRATION,  U.S.  DEPARTMENT  OF  AG- 
RICULTURE. 

Mr.  Fawbush.  Thank  you,  Mr.  Chairman.  For  the  record,  I'm 
Wayne  Fawbush.  I'm  currently  Deputy  for  Operations  at  Farmers 
Home  in  USDA.  I  appreciate  the  opportunity  to  share  with  you  a 
couple  of  points  just  briefly,  and  then  I  know  you  have  some  ques- 
tions that  you'd  like  to  go  over,  which  would  probably  maybe  be 
more  illuminating  than  my  testimony,  since  my  testimony  has 
been  rendered  through  several  different  layers  of  clearance,  as  you 
might  say. 

It  was  long.  I  could  actually  do  it  in  about  2  minutes  now. 

Chairman  Wyden.  Welcome  to  Washington. 

Mr.  Fawbush.  Thank  you.  We're  engaged  in  a  fairly  interesting 
operation  and  quite  unique.  As  you  know,  when  President  Clinton 
came  to  the  economic  and  called  the  Forest  Summit  in  April,  part 
of  the  outcome  of  that  was  a  commitment  to  deal  with  the  econom- 
ic downsides  of  those  forestry  impacts. 

We've  come  up  with  a  fairly  unique  approach  and  this  approach 
is  based  on  pulling  the  Federal  agencies  that  do  have  an  impact 
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and  resources  that  can  be  committed,  about  eight  of  them,  a 
number  of  different  funding  sources,  in  cooperation  with  both  the 
States  and  the  local  communities  and  the  regional  Federal  officials 
that  are  in  the  area  to  work  together  as  teams  to  try  to  make  those 
efforts  to  break  through  the  roadblocks  that  were  there  and  deliver 
services  in  a  more  efficient  way  and  services  in  response  to  what 
the  needs  are  that  are  identified  on  the  ground  out  here  on  the 
local  level;  not  on  an  individual  program-by-program  basis,  but  as 
communities  see  those  needs  and  as  States  see  those  needs. 

We've  been  involved  in  that  since  then.  We  now  have  both 
signed — we  have  the  MOU,  the  memorandum  of  understanding, 
which  was  initially  signed  in  September  or  actually  on  the  first  of 
October.  The  strategic  plan,  the  next  step,  was  done  in  the  middle 
of  December  and  the — well,  the  first  of  December,  and  the  imple- 
mentation plan  is  in  its  final  stage  and  is  waiting  for  sign-off  by  all 
the  parties  in  this  next  week. 

So  they  are  up  and  running.  The  State  CERT's  are  in  their 
second  series  of  meetings,  I  think  into  their  third  rounds.  The  re- 
gional CERT  has  met  three  times  now  and  has  formed,  after  a 
great  deal  of  discussion  and  a  fair  amount  of  concern  over  exactly 
what  the  Federal  intent  was,  a  fairly  good  working  relationship. 

We've  begun  in  that  process  to  find  exactly  what  it  is — two 
things.  One,  what  is  it  that  communities  in  the  impacted  areas 
really  do  need  to  have  help  in  and  the  other  is  what  is  it  that's 
standing  in  the  way  between  delivering  that  help  and  the  resources 
that  the  Federal  Government  has  available?  What  are  the  blocks 
in  between  that  have  prevented  us  from  actually  putting  help  on 
the  ground? 

A  lot  of  that  is  time-sensitive,  because  we  are  trying  to  speed  up 
our  response  time  and  we're  finding  that  a  lot  of  the  normal  regu- 
latory process,  which,  for  example,  in  many  RDA  Programs,  can 
take  an  average  of  6  months  from  a  loan  application  to  a  finalizing, 
will  not  meet  the  deadlines  of  April  1  for  much  of  this  funding 
under  normal  processes. 

Each  individual  step  has  a  great  deal  of  logic  to  it.  But  taken  as 
a  whole — I'm  preaching  to  the  choir,  but  taken  as  a  whole,  they 
run  us  into  such  a  long  time  period  that  it  is  not  only  detrimental 
for  getting  things  done,  but  it's  also  very  discouraging  up  front  for 
people  to  actually  apply  for  and  use  some  of  the  moneys  which  are, 
in  their  end  product,  fairly  flexible. 

Let  me  just  cover  about  four  areas  that — and  you  won't  find  this 
in  my  testimony  and  this  is  a  little  bit  of  speculation  on  my  part 
based  on  what  I've  seen  so  far  through  this  process  with  the  eco- 
nomic mitigation  plan  for  the  Northwest  forests. 

The  first  is  that  to  really  deliver  these  services,  there  is  going  to 
have  to  be  a  greater  level  of  risk  assumed  on  the  Federal  Govern- 
ment's part.  We  now  have  programs  designed  that  are  fail-safe  and 
they're  fail-safe  for  two  reasons,  some  of  them;  because  we  have 
regulations  that  control  every  bit  of  it  and  also  because  of  those 
regulations,  we  haven't  had  a  lot  of  utilization  of  those. 

So  we're  looking  at  probably  making  some  recommendations  in 
order  to  streamline  this  process  that  will  increase  the  level  of  risk 
of  Federal  commitments. 
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Second,  impact.  Now,  traditionally,  we've  dealt — in  the  Federal 
Government,  in  dealing  with — ^we've  dealt  on  an  individual  basis 
basically  with  loans,  guarsinteed  loans,  whatever  you  call  it.  They 
have  been  loans  to  individual  businesses. 

You've  heard  today  and  if  you  look  at  the  literature  or  what's 
happening  nationally  among  economic  development  folks,  you  will 
find  that  the  key  word  is  "impact."  What  is  it  that  you  can  do  with 
limited  resources  that  will  actually  have  maximum  impact?  You've 
heard  a  lot  of  that  here  today,  Mr.  Chairman,  in  dealing  with  help- 
ing communities,  helping  people  help  themselves,  rather  than  deal- 
ing with  individual  businesses,  dealing  with  associations,  with  net- 
works. 

Those  are  the  type  of  things  that  we're  beginning  also  to  hear  at 
the  local  levels  that  would  be  more  effective.  The  third  is  the  level 
of  cooperation  and  that  comes  on  two  levels;  one,  between  Federal 
agencies — and  I  have  to  tell  you  that  has  been  a  very  interesting 
process  to  have  eight  major  Federal  agencies,  first  at  the  Federal 
level  and  then  at  the  regional  level  and  then  at  the  State  level,  sit 
down  together  and  work. 

That  has  been  an  inverse  process.  The  State  level  worked  great. 
The  regional  level,  it  took  us  some  adjustment.  Of  course,  at  the 
Federal  level,  MAC  level,  we  still  have  a  ways  to  go  to  iron  out  and 
get  a  good  working  relationship  between  the  members,  primarily 
because  they  really  are  disbursed  in  their  orientation  and  we're 
down  here  on  the  ground.  They're  very,  very  focused  to  this 
project. 

The  last  one  is  one  that  we  have  yet  to  approach.  We  all  know 
it's  there  and  we  intend  to  do  this,  and  this  is  to  measure  the  out- 
comes so  that  we  actually  begin  to  get  an  idea  of  what  it  is  that 
we've  actually  done  in  this  initiative.  If  we  are  going  to  increase 
the  level  of  risk,  if  we're  going  to  move  the  decisions  downstream, 
we  have  to  be  able  to  have  another  way  of  accountability,  other 
than  strict  regulatory  control. 

That's  going  to  be  in  the  measurement  of  the  outcomes  so  that 
we  know  if  we're  spending  the  money  and  making  the  commit- 
ments in  the  right  direction. 

Those  are  four  speculative  suggestions  that  we  will  probably 
come  up  with.  That  runs  into  the  existing  regulatory  environment 
that  we  have  surrounding  our  programs,  and  I  think,  Mr.  Chair- 
man, you  probably  have  some  questions  about  those.  So  I  will  stop 
there.  Thank  you. 

[Mr.  Fawbush's  statement  may  be  found  in  the  appendix.] 

Chairman  Wyden.  Very,  very  helpful,  Mr.  Fawbush.  We  wanted 
your  voice  back  there  at  FHA  and  spent  a  lot  of  time  pushing  for  it 
and  clearly  it's  paying  off. 

Mr.  Fawbush.  I  appreciate  it.  I  told  my  boss  that  if  he — it's  kind 
of  a  fine  line  between  me  getting  in  trouble  or  getting  bored  first, 
either  one  resulting  in  being  fired.  So  I  hope  that  I  haven't  walked 
over  the  boundary  today. 

Chairman  Wyden.  Speaking  truth  is  never  damaging  before  this 
subcommittee. 

Mr.  Fawbush.  Thank  you. 

Chairman  Wyden.  We  appreciate  an  excellent  panel.  I  guess 
we've  been  at  it  for  a  little  over  SVa  hours  and  it  seems  really  right 
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to  maybe  wrap  up  with  all  of  you.  Mr.  Tuchmann,  I  think  that 
when  they  tote  up  the  assessment,  the  Office  of  Forestry  and  Eco- 
nomic Development,  one  of  the  key  measures  is  going  to  be  how 
small  business  fares.  I  think  that  this  is  going  to  really  be  more  or 
less  the  barometer  that's  used  to  really  measure  what  you  all  are 
up  to. 

We're  pleased  that  you're  going  to  be  spending  a  good  chunk  of 
your  time  here.  Let  me,  if  I  might,  ask  a  few  questions  to  start  of 
you.  You  say  in  your  statement  that  the  Northwest  needs,  and  I 
quote,  "preferential  wood  fiber  distribution  opportunities  over  and 
above  current  programs."  By  anybody's  calculus,  that's  a  pretty 
provocative  kind  of  statement,  as  these  kinds  of  issues  go. 

Can  you  expand  a  little  bit  on  what  you  mean  when  you  talk 
about  preferential  wood  fiber  distribution  opportunities? 

Mr.  Tuchmann.  To  clarify,  what  I  can  expand  on  is  the  study 
group.  What  they're  doing  is  we  need  to  look  at  ways  that  we  can 
do  that.  The  purpose  of  the  study  group  is  to  look  at  ways  to  meet 
that  particular  statement. 

At  this  point,  I  can't  get  into  details  right  now  of  the  options 
we're  looking  at.  We  should  have  a  list  of  those  by  the  end  of  the 
month.  I  also  stated  that  we  would  be  sharing  those  with  you. 

The  purpose  of  the  study  group,  just,  again,  to  make  it  clear,  is 
not  to  come  up  with  recommendations  at  this  time,  but  to  come  up 
with  options  that  we  can  then  go  to  the  decisionmakers,  whether 
it's  the  Administrator  of  the  SBA,  the  Assistant  Secretary  for  the 
Forest  Service,  or  Bureau  of  Land  Management,  and  say  what 
makes  sense  for  moving  forward. 

So  I'm  sorry  that  I  don't  have  specifics  right  now,  but  that  is  the 
whole  effort  here.  We,  frankly,  don't  want  to  get  into,  at  this  time, 
talking  about  specific  recommendations,  because  we  first  want  to 
get  everybody's  good  input  on  what  those  are. 

Chairman  Wyden.  What  is  going  to  be  different  about  this  study 
group  than  past  study  groups?  I  think  that  if  we  were  today  a 
small  rural  community  in  Oregon  that  has  been  flattened  by  a  lot 
of  these  kinds  of  changes  and  the  Feds  came  out  and  said  study 
group  coming,  everybody  would  say,  well,  lots  of  study  groups  have 
come  and  gone. 

Let  me  use  this  as  an  opportunity  to  have  you  say  what  really  is 
going  to  be  different  about  this. 

Mr.  Tuchmann.  Let  me  say  that  I  actually  think  this  adminis- 
tration, at  least  in  those  parts  that  I've  been  involved  in,  when  we 
say  we're  going  to  study  something  and  come  up  with  options,  we 
also  come  through  with  a  commitment  to  implementing  one  or  two 
or  a  number  of  those  options. 

Obviously,  we  did  that  in  the  forest  management  side.  We  did 
that  on  the  worker  and  community  assistance  side,  reinventing 
Government,  a  whole  host  of  options. 

This  study  group — it  is  based  in  the  President's  statement  that 
we  need  to  look  at  ways  to  help  small  business  and  secondary  man- 
ufacturing. So  I  guess  the  way  it's  different  is  that  you  have  a  com- 
mitment from  John,  as  the  chair,  and  the  members  of  the  study 
group  and  me,  as  somebody  who  is  going  to  be  pulling  it  from 
option  development  to  recommendations,  that  we  want  to  do  things 
to  help  small  businesses  and  secondary  manufacturers. 
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We  also  want  to,  as  I  stated,  do  it  in  a  way  that  doesn't  create 
some  kind  of  undue  pressures  on  job  opportunities  for  medium  and 
large  businesses. 

So  we  think  this  is  a  small  and  modest  step,  but  one  that  will 
come  up  with  some  real  recommendations  that  we  can  implement. 

Chairman  Wyden.  We've  heard  today  about  a  concern  in  small 
rural  communities  about  people  in  the  Federal  agencies,  in  effect, 
being  pulled  out  of  the  small  communities  and  sent,  in  effect,  to 
the  regional  kind  of  offices,  Portland  and  Seattle.  I'd  be  interested 
in  your  sense — and,  again,  understand  that  we  appreciate  the  effort 
is  beginning  and  that  you  also  have  made  the  basic  point  that  this 
is  about  accountability. 

When  people  said  there  was  going  to  be  an  effort  to  try  to  change 
the  Government  programs  through  reinventing  Government,  Con- 
gress did  actually  vote  for — it  wrapped  up  on  a  proposal  to  cut 
250,000  Federal  employees.  So  this  is,  as  you  say,  about  account- 
ability. 

I  would  be  interested  at  this  point  in  your  thoughts  about  this 
concern  in  our  rural  communities  that  people  are  being  pulled  out. 
They  don't  have  many  resources.  They're  hard  pressed  to  deal  with 
what  they've  got  and  sent  to  regional  offices. 

Mr.  TucHMANN.  Let  me  start  on  that.  That  w£is  the  first  time  I 
had  heard  of  that  particular  concern  and  I  don't — I  will  certainly 
look  into  that,  because  my  ears  picked  up  as  well  when  I  heard 
that. 

As  you  probably  know,  the  Forest  Service  in  particular  is  going 
through  a  large  downsizing,  which  doesn't  really  have  anything  to 
do  with  the  forest  plan,  but  larger  budgetary  concerns  and  the 
need  identified  by  both  the  administration  and  Congress  to  reduce 
the  deficit. 

Frankly,  all  agencies  are  taking  a  hit.  Beyond  that,  this  effort  is 
about  identifying  barriers  that  are  currently  in  place,  and  Wayne 
spoke  to  that  a  little  bit,  to  effective — that  are  barriers  to  effective 
implementation  on  all  parts  of  this  plan. 

One  of  those  barriers,  quite  frankly,  is  that  when  you  do  a  down- 
sizing right  now,  there  is  basically  a  pecking  order  of  who  you 
downsize  and  who  you  let  loose  and  who  you  don't.  Frankly,  the 
folks  with  more  experience  and  senior  levels  have  an  opportunity 
to  stay. 

As  you  probably  know,  assistant  secretary  Jim  Lyons  worked 
hard  to  try  and  get  early-out  authority  for  some  folks  in  the  agen- 
cies and  that  didn't  work.  We  hope  to  go  back  to  Congress  next 
year  and  make  that  happen. 

That's  one  of  the  problems  that  we  need  to  take  care  of,  because 
this  whole  plan  has  to  be  implemented  at  the  local  level  and  we 
need  a  new  skill  mix  of  resource  professionals  out  there  on  the 
ground,  and  I'm  going  to  look  into  that. 

Chairman  Wyden.  One  last  question;  again,  a  kind  of  concern  as 
you  listen  to  this.  A  lot  of  these  programs  have  been  out  there 
quite  a  while  and  yet  we  continually  hear  from  people  in  the  small 
rural  communities,  we  had  a  number  today,  that  lots  of  folks  aren't 
familiar  with  them. 

You've  got  to  say  to  yourself  it's  got  to  be  a  breakdown  some- 
where. The  programs  have  been  out  there  for  a  while.  There  isn't  a 
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very  good  system  for  getting  the  word  out  or  these  programs  don't 
have  any  credibiUty. 

I'm  curious  what  your  reaction  to  that  is. 

Mr.  TucHMANN.  They're  right  and  we're  working  on  it.  Wayne 
might  be  able  to  fill  in  more  details.  I  think  it's  exactly  what  these 
State  community  economic  revitalization  teams  and  the  regional 
CERT's  are  all  about.  It's  a  concentrated  effort  to  get  out  informa- 
tion about  the  sources  of  funding  and  assistance  that  are  available 
to  people. 

There  are  a  lot  of  them.  There  are  some  barriers  there  that  you 
spoke  to  and  Wayne  spoke  to  and  we  are  going  to  have  to  address 
them.  Frankly,  one  of  our  biggest  hurdles  is  going  to  be  just  com- 
munication and  telling  people  what's  available. 

But,  for  example,  one  of  the  things  that  we're  talking  about 
doing  is  if  a  community  or  a  business  or  industry  or  worker  has  a 
proposal,  that  proposal  will  be  submitted  to  the  State  team.  That 
team  will  assign  it  to  a  lead  agency.  If  it's  the  Rural  Development 
Administration,  the  RDA  will  work  with  whatever  other  agencies 
might  be  involved,  whether  it  be  Department  of  Labor's  job  train- 
ing program  or  the  Forest  Service's  Jobs-in-the-Woods  Program, 
serve  as  sort  of  a  one-stop  shopping,  so  that  an  individual  or  a  busi- 
ness will  have  an  opportunity  to  do  that. 

Chairman  Wyden.  That  was,  in  effect,  one  of  the  other  questions 
that  I  had.  You  listen  to  people  talk  about  how  these  programs  are 
strewn  all  over  the  rural  countryside.  In  fact,  I  think  it's  fair  to  say 
that  one  of  the  reasons  for  the  community  development  bank  and 
one  of  the  reasons  people  are  so  interested  in  it  is  it's  one  place  in 
a  community  where  you  can  kind  of  go  to  get  the  sort  of  one-stop 
shopping,  and  clearly  Government  has  got  to  do  a  better  job  of 
bringing  all  these  together  in  one  place. 

I  appreciate  that.  I  want  you  to  know  that  I  and  Mr.  Jenning  are 
going  to  be  prepared  to  spend  a  very  significant  amount  of  our 
time  in  the  months  ahead  working  with  you  and  your  office  on  this 
matter  of  the  small  business  component  in  the  plan. 

The  Northwest  is  a  small  business  State.  There  have  been  analy- 
ses that  indicate  we  have  the  largest  number  of  small  businesses 
per  capita  of  any  State  in  the  country.  The  fact  is  they're  done 
with  a  handful  of  utility  companies  and  the  large  timber  compa- 
nies, maybe  a  Techtronics.  You've  covered  the  big  businesses  in  our 
State. 

We  are  a  small  business  State.  So  we  are  planning  to  spend  a  sig- 
nificant amount  of  our  time  working  with  you  and  think  that  we're 
hitting  a  lot  of  the  things  that  need  to  be  done  to  get  this  off  so  we 
respond  to  what's  been  heard. 

Let  me,  if  I  might,  get  Mr.  Oilman  into  the  act  a  little  bit  here. 
You  all  put  on  these  conferences,  as  I  understand  it,  go  out  and 
have  various  conferences  in  terms  of  small  business  loans  and  the 
like. 

Can  you  tell  us,  Mr.  Oilman,  what  the  results  of  these  confer- 
ences have  been  in  terms  of  bottom  line,  increasing  the  number  of 
loans  and  the  number  of  players  in  rural  communities  working 
with  the  SBA? 

Mr.  Oilman.  Mr.  Chairman,  I  can  tell  you  that  the  response  to 
those  conferences  has  been  very  positive;  not  only  from  the  people 
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who  put  them  on,  which  include  the  banks  and  the  wood  products 
industry  and  so  forth,  but  from  the  participants. 

It's  difficult  for  me  to  tell  you  exactly  or  to  attribute  those  an 
increase  in  our  loan  volumes.  I  can  tell  you  this,  that  in  1993,  last 
year,  we  did  417  loans  in  the  Portland  District  Office,  a  little  over 
$100  million.  Of  those  loans,  137  were  made  in  what  you  might  call 
timber-dependent  counties — Linn,  Lane,  Benton,  Coos,  Curry,  Doug- 
las, Josephine,  and  Jackson  Counties. 

We  did  137  loans  for  about  $30  million  in  those  counties.  So  I 
think  we've  got  a  pretty  good  network  and  a  good  relationship  with 
the  banks  in  those  communities  in  terms  of  getting  them  to  make 
the  kinds  of  loans  that  we  want. 

About  18  percent  of  our  loans  were  under  $50,000.  So  the  small 
loan  program  seems  to  be  working.  About  24  percent  of  them  were 
for  startups.  So  we're  hitting  the  people  who  we  really  want  to 
serve,  the  small  businesses. 

I  think  there  are  a  number  of  other  things  that  the  agency  can 
do  to  increase  the  availability  of  capital.  I  already  spoke  about  ex- 
pansion of  the  microloan  program.  It  may  be  we're  looking  at  put- 
ting in  some  new  microlenders  or  helping  some  new  microlenders 
get  started  to  serve  the  counties  that  aren't  served. 

I  heard  again  the  problem  with  documentation  and  that's  not 
lost  on  me.  I  want  to  tell  you  what  I  propose  to  do  about  that.  The 
agency  is  field  testing  a  low  documentation  loan  program  in  Texas. 
I'm  going  to  ask  for  permission  from  my  central  office  to  use  that 
program  in  our  State  and  in  the  other  States,  Northern  California 
and  Washington,  specifically  for  banks  in  timber-dependent  com- 
munities. 

So  if  a  loan  comes  in  from  a  timber-dependent  community,  the 
bank  will  put,  let's  say,  a  "T"  in  the  upper  righthand  corner  and 
we'll  use  this  low  doc  program. 

Now,  here's  a  copy  of  the  application.  As  you  can  see,  it's  a  one- 
page  loan  application.  It's  printed  front  and  back,  but  there's  really 
not  a  whole  lot  to  it.  This  is  the  only  document  that  the  agency 
requires  for  a  loan  up  to  $50,000. 

This  is  all  we  get  from  the  bank.  We  look  at  it,  it  looks  OK,  sign 
it  and  that's  it.  If  the  loan  goes  from  over  $50,000  to  $100,000,  there 
are  two  or  three  other  documents  that  we  require,  but  they're 
minimal.  As  I  say,  I'm  going  to  ask  for  permission  to  use  this  in 
our  communities  for  timber-dependent  communities  and  I  think 
that  will  go  a  long  way  toward  reducing  the  barrier  of  too  much 
paperwork  associated  with  a  Government  loan. 

The  second  thing  is  in  January  of  this  year  or  shortly  thereafter, 
we  should  get  access  to  the  greenline  guarantee  program,  which 
guarantees  a  revolving  line  of  credit.  There  is  a  real  need  in  the 
community  for  small  businesses  for  revolving  lines  of  credit. 

As  you  know,  our  present  guidelines  won't  allow  us  to  do  that, 
except  with  regard  to  export  loans.  The  greenline  program,  which 
is  being  used  on  the  east  coast  and  in  our  Spokane  District  Office, 
will  be  available  to  them  and  that  means  that  we  can  guarantee 
working  capital  loans  for  small  businesses. 

Again,  if  we  focus  on  the  rural  communities  and  timber-depend- 
ent communities  where  we're  already  well  networked  with  those 
programs,  I  think  we  can  have  a  substantial  impact.  I  can't  say 
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enough.  I  think  there's  a  lot  of  things  that  this  agency  can  do  to 
help  small  businesses  and  I  truly  believe  in  my  heart  that  that's  a 
salvation  for  these  small  communities,  the  small  businesses  and 
getting  those  folks  started. 

Chairman  Wyden.  Good  suggestions.  The  only  thing  I  would 
ask — and  I  assume,  Mr.  Tuchmann,  you  and  Mr.  Oilman  are  going 
to  be  coordinating  these  kinds  of  things  together — is  when  we  go 
out  and  do  programs,  be  they  conferences  or  others,  I  think  we 
really  need  to  try  to  get  back  after  them  and  kind  of  see  what  the 
bottom  line  result  has  been  in  terms  of  how  many  more  players  are 
getting  loans  and  did  the  banks  follow  up  and  the  like,  because  I've 
been  asked  that  and  I  think  we  need  to  do  it. 

The  only  other  point  for  you,  Mr.  Oilman,  we  had,  a  couple  years 
ago,  and  you  had  responded  to  the  request  of  this  subcommittee, 
some  concern  that  money  wasn't  being  fully  used  and  we  moved  to 
get  some  money  out  that  was  timely  and  help  some  folks. 

Is  that  still  a  concern?  Is  all  the  money  that  is  being  appropri- 
ated getting  out,  assuming  that  there  are  people  who  are  qualified 
come  to  the  agency? 

Mr.  Oilman.  Yes,  Mr.  Chairman,  it  is.  Our  loan  volume,  as  I  say, 
last  year  was  417  loans  and  a  little  over  $100  million.  The  year 
prior  to  that  was  $68  million  and  only  300-and-some-odd  loans.  So 
our  volume  is  going  up  by  leaps  and  bounds. 

Our  decline  rate  or  our  approval  rate  on  loans  that  come  to  us  is 
85  percent.  So  we're  approving  85  percent  of  everything  that  comes 
through  the  door. 

So  I  think  we're  doing  a  good  job  of  getting  the  credit  out.  Also, 
our  currency  rate  is  one  of  the  highest  in  the  Nation.  We've  got 
about  94.7  percent  paying  as  agreed  with  our  loans.  So  I  think 
we're  doing  a  good  job  hitting  the  people  we're  supposed  to  hit  and 
being  a  good  steward  for  the  public's  resources. 

But  to  answer  your  question  directly,  I  do  believe  that  the  money 
is  getting  out  there.  There's  no  shortage  of  funds  available  for 
qualified  applicants. 

Chairman  Wyden.  Mr.  Fawbush,  you  have  a  number  of  real  good 
suggestions  and  one  that  is  in  addition  to  what  you  talked  about  is 
we've  heard  concern  about  the  business  and  industry  loan  guaran- 
tee program  that  hasn't  been  used  in  Oregon  for  a  long  time. 

What  is  your  sense  about  this  program  and  what  could  be  done 
to  turn  that  around? 

Mr.  Fawbush.  For  loan  programs,  it's  a  pretty  good  program  be- 
cause it  is  a  guarantee  program.  There  are  a  number  of  things  that 
we're  taking  a  look  at  to  try  to  make  this  program  more  respon- 
sive, because  now  it's  not  as  responsive,  frankly,  as  it  could  be. 

One  thing  we  are  looking  at,  we  have  a  test  pilot  going  in  Kansas 
with  SBA  to  piggy-back  on  their  forms  so  that  we  could  actually — 
because  SBA  goes  up  to  750,000  maximum  loan  and  we  go  up  to 
$10  million  with  this.  It's  a  perfect  complement.  What  they're 
trying  in  Kansas,  and  we  haven't  got  the  results  back  final  yet,  but 
it  looks  good,  is  that  we  can  use  their  form,  their  authorization  and 
just  piggy-back  on  their  loan  process.  That's  one. 

Chairman  Wyden.  The  program  that  you  mentioned  in  looking 
out  in  Kansas,  which  SBA  Program  is  that? 
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Mr.  Fawbush.  It's  a  test  done — the  Rural  Development  Council 
in  Kansas  is  the  one  that  has  undertaken  this  effort  to  make  that 
loan  program  more  effective  and  by  combining  it  with  the  same  ap- 
plication process  that  SBA  is  using. 

Chairman  Wyden.  That  was  what  I  was  puzzled  about,  because 
we  were  particularly  interested  in  you  all  looking  at  the  7(a)  Pro- 
gram, what's  known  as  the  SBA  7(a)  Program,  and  I  gather  that's 
what  you're  doing. 

Mr.  Fawbush.  Yes.  There  are  four  or  five  things,  and  I'll  just  list 
them  real  quickly,  that  are  being  considered  and  we  haven't  made 
a  decision  yet  and  we'd  certainly  be — we're  certainly  open  to  sug- 
gestions and  comments  as  to  what  you  think  would  be  appropriate. 

One  of  them  is  reducing  the  guarantee  fee  to  1  percent  from  2 
percent,  which  would  give  the  borrower  a  lot  more  capital  to  deal 
with,  to  put  in  the  project.  The  other,  allow  higher  percentage  of 
guarantees.  Right  now  we  have  a  sliding  percentage  of  guarantee 
between  70  and  90  percent.  If  you're  a  small  borrower,  that's  90 
percent  that  we'll  guarantee,  and  as  you  go  up  in  size,  it  drops 
down  to  70  percent. 

There  was  an  effort  a  number  of  years  ago  to  try  to  get  the  lend- 
ers to  do  more  due  diligence.  So  we  went  to  a  graduated  system 
with  the  more  you  had,  the  more  money  you  were  requesting,  the 
more  you  had  to  put  in.  That  could  be  revisited. 

Third,  use  the  same — well,  third  is  the  same  application  process 
as  the  SBA.  I  think  there's,  personally,  some  real  merit  in  that.  As 
we  go  through  this  initiative  in  the  Northwest,  we're  probably 
going  to  end  up  hopefully  trying  that,  to  piggy-back  on  the  same 
form  process. 

Both  SBA  and  RDA  people  are  sitting  at  the  same  table  trying  to 
figure  out  how  in  the  heck  we're  going  to  respond  to  these  commu- 
nities' requests. 

The  other  is  to,  frankly,  increase  our  outreach.  We  have  not  done 
the  best  job  of  that  in  the  past.  In  fact,  the  information  has — from 
the  previous  administration,  we  finally — we  have  updated  it.  It's  a 
much  simpler  information  form  that  we've  got,  but  we  still  need  to 
do  a  lot  more  on  that. 

As  just  an  adjunct  to  that,  under  Under  Secretary  Nash  has  ap- 
proved five  additional  staff  people  for  the  Farmers  Home  office  in 
Oregon  in  order  to  actually  put  this  on  the  ground,  because  the 
problem  we  have  now  is  not  so  much  the  total  volume  of  dollars 
available  to  go  award  this  initiative,  it's  our  ability  to  get  those 
moneys  out  the  door  in  a  meaningful  way. 

There  are  two  things  that  get  in  the  way  of  that.  One  is  obvious- 
ly the  timeliness  in  the  established  programs  and  the  other  is  basi- 
cally the  lack  of  personnel  on  the  ground  to  do  the  work.  So  we're 
committed  at  USDA  to  provide  the  people  to  do  that  and  the  other 
agencies  have  been  very  cooperative  at  the  regional  CERT  level  to 
belly-up  on  that. 

It's  really  a  very  good  working  relationship,  Mr.  Chairman,  and  I 
think  we're  going  to  find  out  of  that  a  number  of  ways  that  we  can 
make  some  improvements.  Those  are  the  main  improvements  and 
it's  characteristic  throughout  all  of  the  programs  that  we  have  in 
RDA,  established  programs,  most  of  which  have  been  around  for 
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some  time,  that  over  the  years  we've  just — each  little  safety  factor 
we've  built  in  has  resulted  in  an  additional  timeline. 

Some  of  it  you  folks  have  contributed  to,  some  of  it  we  have.  The 
Fecal  legislation,  for  example.  If  we  are  going  to  promote  a  cooper- 
ative effort  between  ourselves  and  the  local  communities,  they  do 
need  to  sit  at  the  table  as  more  than  informal  informants,  if  you 
will.  The  Fecal  log  says  two  things;  one.  Federal  officials  cannot  be 
bound  by  anybody  that's  not  in  an  acknowledged  advisory  commit- 
tee status,  and  there's  good  reason  for  that. 

But  it  also  says  that  you  cannot  come  to  Federal  officials  in  any 
organized  way  to  present  your  information.  So  through  this  whole 
process  and  these  regional  and  State  CERT's  and  this  whole  oper- 
ation to  try  to  downstream  our  decisionmaking  process,  involve  the 
communities  more,  we  have  to  dance  around  that  restriction  that 
the  communities  can't  sit  at  the  table  as  partners  with  the  Federal 
Government  and  jointly  figure  out  where  to  go  next. 

They  can  sit  there  and  provide  information  and  I'm  sure  we'll  be 
able  to  work  through  that,  we've  already  started  on  that,  but  that 
is — we're  entering  a  new  time  and  if  we  are  really  going  to  move 
those  decisions  downstream  and  empower  people  who  are  sitting 
here  at  the  table  at  the  regional  level,  it  has  to  go  both  ways.  We 
have  to  enable  them  to  work  closer  with  the  communities  and  then 
we  have  to  give  them  more  regulatory  freedom  in  order  to  do  that. 

Our  programs  are  characteristic  of  the  difficulty  that  we  face  in 
both  of  those  areas. 

Chairman  Wyden.  The  good  people  at  the  World  Forestry  Center 
basically  need  to  reclaim  the  room,  because  they  thought  we  were 
going  to  be  here  a  little  bit  less  time  than  we've  been.  You  all,  I 
think,  have  really  hit  the  highlights  of  what  I  had  in  mind. 

I  can  tell  you  that  to  me,  I  mentioned  to  Mr.  Tuchmann,  when 
you  write  the  history  of  all  of  this,  this  is  going  to  be  one  of  the  key 
measures  of  how  we'll  judge.  These  issues  by  the  traditional  sort  of 
timber  debate  very  often  get  lost.  There's  just  no  question  about  it 
that  when  you  have  traditional  debate  of  timber,  when  all  the 
shouting  and  all  the  fireworks  go  off,  it's  almost  always  about  the 
cut  and  it's  about  lawsuits  and  about  the  kinds  of  things  that  tradi- 
tionally produces  a  very  loud  decibel  level  and  lots  of  fireworks. 

But  down  at  the  local  community  level,  as  we  heard  today,  it's 
the  nuts  and  bolts  of  economic  development.  I  think  that  the  Presi- 
dent is  really  committed  to  looking  at  this  issue  in  a  very  different 
kind  of  way  and  that's  why  he's  got  people  like  you  coming  before 
hearings  like  this  and  talking  about  breaking  some  new  ground. 

So  we're  going  to  plan  to  work  very  closely  together  with  you. 
Appreciate  everybody  coming.  We  can,  I  guess,  hope  this  will  be 
the  last  hearing  before  the  end  of  the  year,  so  at  least  to  get  Christ- 
mas Eve  off.  But  unless  any  of  you  have  anything  further  that 
you'd  like  to  add,  we  will  excuse  you  at  this  time. 

Is  there  anything  further  from  any  of  our  guests? 

Mr.  Fawbush.  Mr.  Chairman,  we  will  have  a  number  for  you 
within  2  weeks  for  an  electronic  bulletin  board  that  we're  going  to 
be  monitoring  all  three  levels  of  this  initiative  process,  looking  at 
what  it  is  that's  in  the  way,  where  the  money  is  going.  When  we 
get  that,  Steve,  I'll  get  it  to  you.  I'm  sure  it  may  actually — we 
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really  anticipate  that  it  will  help  us  enormously  to  get  through  the 
barriers  of  lack  of  information  and  cooperation. 

It  has  not  been  done,  frankly,  anywhere  else  in  the  Federal  Gov- 
ernment, that  kind  of  relationship. 

Chairman  Wyden.  Very  good.  An  appropriate  note  to  end  on. 
The  subcommittee  is  adjourned. 

[Whereupon,  at  2  p.m.,  the  subcommittee  was  adjourned,  subject 
to  the  call  of  the  Chair.] 


71 
APPENDIX 


OPENING  STATEMENT 
REP.  RON  WYDEN 

FEDERAL  AGENCY  STRATEGIES  FOR  SAVING  JOBS,  RURAL  COMMUNITIES, 
IN  TIMBER-DEPENDENT  COMMUNITIES  OF  THE  PACIFIC  NORTHWEST 

BEFORE  THE  SUBCOMMITTEE  ON  REGULATION,  BUSINESS 
OPPORTUNITIES  AND  TECHNOLOGY 

December  15,  1993 

Today,  the  Subcommittee  on  Regulation,  Business  Opportunities 
and  Technology  will  examine  plans  and  proposals  by  federal  agencies 
to  bring  economic  assistance  to  workers,  businesses  and  communities 
in  regions  of  the  Pacific  Northwest  which  are  dependent  on  federal 
timber  harvests. 

This  is  a  vital  congressional  oversight  task. 

Our  region. . .traditionally  the  heartwood  of  the  nation's 
public  timber  base... is  going  through  an  extraordinarily  difficult 
economic  transition,  perhaps  the  toughest  since  the  Great 
Depression. 

The  region's  major  cities  like  Seattle  and  Portland  have 
diversified  economies,  have  built  some  defenses  against  the  shocks 
now  reverberating  throughout  rural  Oregon  and  Washington.  But  away 
from  the  cities,  out  in  the  woods  where  one-  and  two-mill  towns 
have  been  dependent  for  generations  on  ever-increasing  cuts  of  the 
local  National  Forest  timber  base,  there  is  unemployment,  recession 
and  fear. 

As  never  before,  residents  of  these  communities  and  their 
political  leaders  are  struggling  with  a  future  that 
signals  uncertainty  about  family  wage  jobs  and  the  towns 
they  support. 

The  Pacific  Northwest,  for  the  sake  of  these  families  and 
towns,  must  squeeze  more  jobs  out  of  every  log  harvested. 

For  too  long,  I  believe  we  have  tended  to  describe  this 
region's  resource-related  economy  as  being  only  as  strong  as  the 
last  tree  felled.  We  have  failed  to  give  enough  credit  to  the 
inventiveness  of  our  wood  product  technology  laboratories.  We  have 
failed  to  understand  and  utilize  our  cooperative  ability  to  market 
the  region's  wood  products,  globally.  We  have  neglected  non-timber 
economic  values  in  our  regional  forests.  And  finally,  we  have 
under-valued  the  tremendous  training,  experience  and 
competitiveness  of  the  residents  and  workers  of  these  small,  timber 
dependent  communities. 
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Page  Two 

We  can  draw  parallels  with  cities  and  towns  in  other  parts  of 
the  country  which  were  once  dependent  on  military  bases  and  defense 
contracting  for  work  and  wealth.  Like  the  emergence  of 
environmental  protection  regulation  impacting  timber  harvests,  the 
end  of  the  Cold  War  is  reducing  our  military  budget,  and  virtually 
all  of  the  jobs  tied  to  it. 

In  the  wake  of  these  changes,  proud,  highly  trained  and 
strongly  motivated  workers,  and  their  families,  are  being 
left  in  the  lurch. 

The  federal  government,  chiefly  responsible  for  these  massive 
job  displacements,  has  an  equally  massive  responsibility  to  help 
these  workers,  their  families  and  their  communities  find  new  and 
productive  futures. 

Acknowledging  that  it  has  an  enormous  to  do,  the  Clinton 
Administration  has  pledged  total  economic  assistance  to  the  region 
of  $1.2  billion.  Over  the  next  year,  Oregon  and  Washington  can 
expect  targeted  federal  funding  of  about  $200  million. 

At  the  same  time,  however,  this  Administration  has  said  it 
does  not  intend  to  create  special  programs,  or  a  new,  special 
bureaucracy,  to  deal  with  the  economic  problems  of  these  distressed 
communities . 

The  emphasis  will  be,  instead,  on  making  existing  federal 
programs  work  better. 

This  fall,  an  eleven-department  federal  task  force  began 
working  to  consolidate  and  streamline  efforts  by  dozens  of  federal 
agencies  and  offices  being  brought  to  bear  on  these  problems. 
Within  this  broader  effort,  two  agencies  specifically  designed  to 
assist  small,  rural  businesses  are  a  particular  concern  to  this 
subcommittee:  the  Small  Business  Administration  and  the  Rural 
Development  Administration. 

These  two  agencies  both  underwrite  billions  of  dollars  per 
year  in  federally  guaranteed  loans.  With  capital  at  a  premium  in 
many  rural  communities,  and  with  private  lenders  anxious  about  the 
risks  of  investing  in  small  town  America,  these  federal  agencies 
must  play  a  larger  role  in  helping  existing  businesses  retool,  and 
new  businesses  emerge. 

But  the  history  of  these  federal  lending  programs  in 
small-town   Oregon   and   Washington   is   less   than 
J.        encouraging. 

For  example,  the  Rural  Development  Administration's 
principal  lending  program — the  Business  and  Industry 
Guaranteed  Loan  prograun.  .  .has  made  few  if  any  loans  in 
rural  Oregon  over  the  last  decade. 
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Page  Three 

The  RDA  bleimes  the  private  lenders.  The  private  lenders 
blame  the  RDA.  The  bottomline  is  that  a  promising 
program  has  produced  few  positive  effects. 

This  just  isn't  acceptable.  The  subcommittee  is  pleased, 
today,  to  have  representatives  from  both  of  these  agencies,  along 
with  the  White  House  point  man  on  timber  community  economic 
development  programs,  Tom  Tuchmann,  here,  today,  to  talk  about  how 
to  get  more  capital  investment  into  these  communities.  It  seems 
that  a  major  point  of  our  discussion  ought  to  be  how  to  get  these 
important  federal  guarantee  programs  to  work  better  for  the 
citizens  of  this  region. 

The  Chair  is  absolutely  convinced  that  many  primary  product 
plants  in  this  region  can  be  re-tooled  for  higher  value-added 
process.  This  has  got  to  be  a  vital  objective  of  the  federal  plan. 

But  beyond  plant  modernization,  the  federal  government  has  to 
look  to  proven  community  economic  recovery  efforts  being  lead  by  a 
variety  of  individual  organizations  and  coalitions  throughout  the 
region.  Preserving  the  economic  viability  of  these  towns  will  take 
creativity,  cooperation  and  consensus. . .as  well  as  capital.  We  see 
the  good  works  and  benefits  inherent  in  these  efforts  in  several 
communities  throughout  the  region.  They  are  based  on  new  ideas 
like  communitv  development  banking,  manufacturing  networks,  and 
jobs-creating,  environmental  remediation  projects. 

All  of  these  ideas  show  promise.  All  can  benefit  from  support 
by  the  federal  government.  We  will  hear  from  a  number  of 
witnesses,  today,  who  can  talk  about  these  programs,  and  how  they 
work  from  the  ground-level.  Importantly  for  all  of  us,  they  will 
describe  the  ways,  means  and  possibilities  for  resolving  the 
seemingly  no-win  debate  on  forest  management  which  gives  us  only  a 
false  choice  between  preserving  the  environment  or  preserving  jobs. 

A  solution  to  these  economic  problems. . .problems  which  are 
tough  and  will  take  years  to  resolve...  requires  much  more  than 
pots  of  money  from  Washington,  D.C.  It's  time  to  build  a  new  road 
to  economic  opportunity  in  timber-dependent  communities,  and 
building  this  road  requires  that  we  use  all  of  the  human  resources 
and  the  organizational  ingenuity  available  to  us. 
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I  would  like  Co  thank  the  Chalmwn  for  convening  this 
bearing  today  to  examine  how  the  Small  Business  Administration 
can  better  assist  businesses  in  timber -dependent  connninities  to 
make  the  transition  to  diversified  economies.   Successful 
economic  transition  will  demonstrate  the  President's  assertion  ' 
that  a  sound  economy  and  a  sound  environment  are  integrally 
connected.   ENren  if  its  ecological  conponents  are  adequate  to 
protect  the  environment ,  if  the  President's  Forest  Flan  does  not 
address  the  needs  of  the  people  lii^>acted  by  those  ecological 
changes,  then  support  for  future  environmental  initiatives  is 
threatened . 

Delivering  the  economic  assistance  that  the  President 
ptt>mised  in  April  will  illustrate  that  protecting  the  environment 
does  not  mesui  abandoning  the  economy.   Every  resource  at  our 
disposal  should  be  made  available  to  these  timber-dependent 
communities  so  they  can  broaden  their  economic  base.  Assistance 
from  federal  programs  such  as  those  offered  by  the  Small  Business 
Administration  will  be  crucial  in  this  effort. 

The  SEA'S  loan  programs  focus  on  loan  guarantees  for  capital 
Improvements.   These  types  of  loans  are  appropriate  to  support 
the  retooling  that  many  small  businesses  must  undergo  to  remain 
competitive,  but  tha   criteria  for  such  loan  guarantees  leave  many 
businesses  in  these  regions  ineligible  for  assistance.  Small 
companies  often  do  not  need  a  loan  as  large  as  the  SBA  minimum 
requirement,  nor  do  they  have  the  collateral  to  qualify.  They 
also  are  unable  to  begin  repaying  the  principle  as  quickly  as  the 
SBA  requires,  because  they  have  not  become  financially  stable. 
If  SBA  loan,  programs  adopted  more  flexible  criteria  for  capital 
loan  guarantees,  businesses  in  transition  could  access  those 
programs  that  have  worked  so  well  for  more  established  con^anies. 

Community  development  financial  institutions  (CDFIs)  have 
filled  the  lending  gap  for  many  start-up  businesses  in  timber- 
dependent  ccmoiunitieB.   Organizations  such  as  Cascadia,  based  in 
Seattle,  have  funded  hundreds  of  small  businesses  through  private 
revolving  loan  programs  with  very  low  default  rates,  cdfis  loan 
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money  to  start-up  businesses  and  assist  them,  through  business 
consulting  services,  to  ensure  their  viability.   Extending  SBA 
programs  to  CDPls  as  well  as  regulated  banJcs  would  broaden  the 
resources  of  these  successful  lending  groups,  allowing  more 
innova.tive,  new  companies  to  find  their  niche  in  a  developing 
economy . 

Part  of  the  reason  why  organizations  like  Cascadla  are  so 
successful  is  that  they  develop  close,  supportive  relationships 
with  their  borrowers.  CDFis  can  guide  their  borrowers  to  the 
services  they  need,  or  provide  them  directly,  to  give  small 
business  the  tools  to  compete.   If  SBA.  programs  incorporated 
funding  for  service -oriented  assistance,  as  well  as  loans  for 
capital  improvements,  smaller  businesses  might  find  it  easier  to 
succeed . 

The  success  of  the  Forest  Plan  in  the  region  is  contingent 
upon  economic  assistance  to  the  affected  communities.  The  SBA 
can  improve  its  service  to  small  businesses  in  transition,  but 
that  is  only  one  part  of  the  extensive  federal  agency 
coordination  required  to  realize  the  President's  economic 
assistance  objectives.  Bight  months  have  passed  since  President 
Clinton  CO  .vened  the  Forest  Conference  in  Portland.   The 
intervening  period  has  brought  no  abatement  in  the  need  for  jobs, 
education,  habitat  restoration,  and  investment  in  the  rural 
communities  of  Washington  State.  Congress  must  move  quickly  when 
it  reconvenes  in  the  New  Year  to  appropriate  resources  for  these 
programs.   I  am  confident  that  we  will  do  so,  and  I  look  forward 
to  working  with  local,  state,  and  federal  officials  to  implement 
the  economic  assistance  aspects  of  the  Forest  Plan  swiftly  and 
efficiently. 
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Honorable  Ron  Wyden,  Chairman 
House  Committee  on  Small  Business  - 
Subcommittee  on  Regulation  6  Business  Opportunity 
363  Sam  Royburn  House  Office  Building 
Washington,  D.C.   20515-6318 

RE:   Clackamas  County  Testimony  Applicability  of  Federal  Programs 
to  Timber  Industry  Dependent  communities 

Dear  Congressman  Hyden  end  Committee  Members: 

I  want  to  thank  you  and  the  Committee  for  the  opportunity  to 
provide  testimony  on  a  very  important  topic  to  Clackamas  County, 
. . .  the  economic  restoration  strategies  for  timber  dependent 
communities,  and  President  Clinton's  Northwest  Econoraic 
Adjustment  Initiative. 

I  have  outlined  my  testimony  in  relation  to  the  five  areas  of 
interest  and  concern  in  your  letter.   Our  comments  are  as 
follows: 

1.    Jhejfifljor  elesents  o€-£lackamaa_Countyl6-  Ecopofflg 

Develoeaent.  Stsaiegy  ja_i.t  relates  to  gur  smaller  tiin^>ey 
ilepeD^ent  communities 

Clackamas  County  through  its  Development  Agency  has  been 
working  with  the  timber -dependent  communities  of  Estacada 
and  Molalla.   This  program  Is  sununarlzed  as  follows: 

Working  with  the  local  city  chamber  of  commerce 
subcommittees  to: 

,     Understand  community  economic  problems. 

.     Develop  strategies  to  resolve  them. 

The  development  of  community  leadership. 

,     An  embaesador  program  to  provide  a  reception  to   . 
perspective  now  businesses  and  industries  into 
the  community. 
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Working  with  the  City's  adialnlstratlon  to: 

.     Identify  target  Industries  and  businesses. 

.    Identify  Industrial  land  needs  for  municipal  plan 
and  Eonlng  changes.  / 

.     Sewer  and  water  infraatruoture  needs  to  service 
existing  and  perspective  Industrial  areas. 

.     Develop  an  annexation  strategy  bo  that  new 
industrial  areas  will  become  part  of  the 
incorporated  city  boundary. 

.     Organize  trade  shows  and  promotional  efforts  for 
recruitment  of  target  industries. 

Follow-up  on  County  industrial  leads  hoping  to 
redirect  their  location  interest  Into  these 
dtlea. 

Applying  for  Federal  and  State  grants  and  loan 
programs  for  infrastructure  funding,  and  other 
economic  development  activities.   This  Includes 
the  current  proposal  submitted  to  the  Oregon 
Department  of  Economic  Development  for 
application  to  President  Clinton's  Northwest 
Economic  Adjustment  Initiative  timber  assistance 
program. 

You  should  know  that  our  efforts  with  these  timber 
dependent  communities  have  been  extremely  limited: 

The  cities  have  lacked  financial  resources  to 
develop  the  necessary  infrastructure. 

.     This  problem  has  been  compounded  by  the  recent 
passing  of  Proposition  5  which  now  severely 
limits  these  Cities  In  terns  of  new  tax  revenue. 

.     This  lack  of  resources  has  inhibited  them  from 

serving  new  industrial  lands  that  could  easily  be 
annexed  to  the  city. 

The  Agency's  buslneas  retention  program  Involves: 

.     Resolving  various  problems  that  businesses  have 
with  their  existing  location. 

.     The  City  of  Molalla  la  losing  an  60  employee 

industry  because  it  Is  outside  the  city  limits 
and  because  the  land  is  inappropriately  soned.  Is 
in  oonfllot  with  adjacent  residential  homes 
(noise,  traffic,  etc. )  This  industry  has 
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recently  purchased  a  building  in  the  City  of 
Portland  to  relocate  its  manufacturing  proceeees. 
The  city  will  lose  a  substantial  Job  base 
compounding  existing  problems. 

The  Agency,  in  cooperation  with  the  City  Of  Molalla, 
has  developed  recruitment  materials  in  the  form  Of 
market  data  reports.   They  provide  a  profile  on  the 
City  and  its  services  as  well  as  economic  data  and 
labor  force  demographics.   These  brochures  ere 
designed  as  recruitment/promotional  devices  to  provide 
basic  information  about  doing  business  in  the  city  and 
the  economic  advantages  of  doing  so. 

Clackamas  County  coordinates  its  programs  with  Federal  and 
State  development  efforts  in  the  following  ways: 

Organized  the  Wood  Products  Response  Team  which  is  an 
inter-agency  committee  including  representatives  from 
the  local  community.   This   group  has  discussed 
community  needs,  problems  and  possible  solutions. 
ThlB  inter-agency  committee  assists  dislocated  timber 
workers  in  finding  new  jobs,  training  programs,  etc. 

Provides  retraining  programs  through  the  Employment 
Training  and  Business  Services  (Job  training  end 
employment  act),  the  Clackamas  Community  College 
training  program,  end  the  College's  Small  Business 
Development  Center. 

Administers  the  Community  Development  Block  Program 
coordinated  by  the  State  Department  of  Economic 
Development  and  the  County ' s  Department  of  Human 
Resources. 

Provides  local  staff  support  to  the  State  of  Oregon's 
Regional  Strategy  Program  as  coordinated  through  the 
State's  Department  of  Economic  Development. 

Submits  infrastructure  grant/loan  applications  program 
under  the  State's  Public  Works  Funding  Program 
(Lottery  funding)  for  Molalla. 

Participates  in  the  State's  SWOT  (strengths, 
Weaknesses,  Opportunity  and  Threats)  program.   The 
City  of  Molalla  recently  went  through  the  process  and 
Estacada  is  considering  it. 

-      Aeelets  with  recruitment  efforts  In 'cooperation  with 

the  Oregon  Department  of  Economic  Development  Regional 
Development  officer  who  has  assisted  us  in  various 
recruitment  activities  for  Molalla. 
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Current  problama  in  the  development  and  Implementation  of 
EfiSlfiCal  proyrama  and  suff^eationa  for  lnip{:o.yei]]Qnt^ 

Develop  a  combined  and  simplified  application  format 
for  Federal  progroms. 

Provide  more  funding  for  technical  assistance  in 
making  applications  to  various  Federal  and  State 
agencies , 

In  some  severely  affected  communities,  grant  programs 
are  more  realistic  than  loan  programs.   There  is  an 
extremely  limited  ability  to  pay  back  loans.  This 
could  be  remedied  by  more  grants,  lower  interest  or  no 
interest  loans. 

Reduce  community  conflict  with  Federal  goals  that  seem 
to  be  generated  by  Federal  agency  need  and  policies. 

Locate  Federal  officials  closer  to  the  affected 
communities  or  make  them  more  accessible  in  other 
ways. 

As  much  a  possible,  recognize  and  accept  local 
priorities  and  do  not  superimpose  Federal  agency 
policies  that  tend  to  fluctuate  from  time  to  time. 

Use  local  focus  groups  for  Federal  agencies  to  provide 
feedback  on  process  and  barriers. 

Shorten  Federal  decision~maklng  time  and  review 
schedules. 

Have  more  ongoing  programs  that  are  responsive  to 
local  scheduling  needs,  as  opposed  to  the  needs  of 
Federal  administrative  deadlines  or  Federal  fiscal 
year  schedules. 

Resource  and  capital  related  problems  facing  communities 
the  County  serves. 

A  lack  of  Infrastructure  to  existing  and  new 
industrial  land. 

Inadequate  sewer  and  water  treatment  and  storage 
capacity  for  existing  Industrial  needs  and  future 
expansion. 

A  lack  of  expertise  and  staff  resources  to  take 
advantage  of  federal  programs,  (grant  writing, 
technical  knowledge,  etc. } 
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Perception  end  fear  by  communities  that  Federal 
egencles  will  control  and  intervene.  This  fear  is 
especially  strong  in  communities  that  lack 
professional  staff. 

No  money  for  matching  fund  requirements. 

No  local  community  capacity  for  tax  rate  increase,  or 
bond  levees  to  pay  back  loans. 

Oregon  land  use  restrictions  limit  opportunities  for 
industrial  expansion  in  rural  communities.   Examples: 
The  City  of  Molalla  could  not  extend  sewer  and  water 
to  the  UGB  and  annex  and  zone  the  land  industrial  end 
therefore  Jewell  industries,  an  employer  of  80  people, 
will  relocate  to  the  city  of  Portland. 

The  Oregon  land  use  system  does  not  allow  an 
established  preexisting  Industry  (Eagle  Foundry  in 
Estacada)  to  expand  because  It  Is  a  land  use  that  Is 
in  conflict  with  the  agricultural  zone.   Often  land 
use  policies  are  in  conflict  with  the  economic 
development  goals  of  rural  communities. 

5.    Description  of  the  variety  of  redevelopment  options  and 

Opportunities  communities  in  Oregon  may  have  implemented  or 
ere  considering  which  may  deserve  Increased  support  from 
the  Federal  Government. 

Communities  could  buy  and  retool  old  lumber  mill 
sites.  The  mill  buildings  could  be  converted  to 
secondary  wood  processing  or  other  manufacturing  uses. 

The  Jobs  in  the  Woods  Ecosystem  Watershed  Management 
Program  could  provide  training  and  venture  capital 
incentives  to  existing  businesses  to  relocate  or 
expand. 

The  Economic  Adjustment  Initiative  in  response  to 
harvest  restrictions  is  a  valuable  resource  end  needs 
ongoing  support  and  expansion. 

You  should  know  that  Clackamas  County  end  the  cities  of  Molalla 
end  Estacada  have  presented  to  the  Oregon  Department  of  Economic 
Development  a  proposal  containing  specific  projects  to  be  funded 
under  the  President's  Economic  Adjustment  Initiative  Program. 
This  proposal  identifies  specific  projects  that  will  change  the 
economic  future  of  these  communities  as  well  as  assist  existing 
oncmployod  timber  workere  to  redirect  their  own  future.   However 
there  may  be  a  geographic  bias  in  this  State  regarding  who  is 
timber  affected  and  who  should  be  funded.   Some  decision  makers 
seem  to  think  that  all  of  Clackamas  County  benefits  from  the 
Portland  area  economy.   We  are  currently  concerned  that  there  is 
a  possibility  that  the  Oregon  Department  of  Economic  Development 
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is  favoring  «ight  southern  tier  counties  for  funding  under 
President  Clinton's  timber  plan  and  that  the  timber  dependent 
communities  of  Molalla  and  Estaceda  will  find  themselves  not 
eligible  to  ahare  in  this  funding  program. 

I  urge  you  and  the  Comnlttee  to  make  sure  that  the  cities  of 
Molalla  and  Estacada,  not  only  remain  on  the  timber  affected 
communities  list  in  this  State  but  are  eligible  for  funding 
consideration  under  President  Clinton's  Northwest  Economic 
Adjustment  Initiative. 

Thank  you  for  the  opportunity  to  present  our  concerns  before 
you. 

Sincerely, 


Clackamas  County  Board  of  County  Commissioners 


Darlene  Hooley,  Chair 


Ed  Llndqulst,  Commissioner 


Judle  Hammerstad,  Commissioner 
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Portland,  Oregon 


Before  the 

House  Committee  on  Small  Business 

Subcommittee  on  Regulation,  Business  Opportunities  and  Technology 

Hon.  Ron  Wyden,  Chairman 


December  15,  1993 
Portland,  Oregon 
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I.         Introduction 

Tm  David  Ford,  president  of  Western  Forest  Industries  Association.  We  are 
comprised  of  nearly  100  lumber  and  plywood  manufacturers  in  a  dozen  western  stotes, 
including  24  in  Oregon.  Our  members  are  small  businesses  by  SBA  standards,  meaning 
each  has  500  or  fewer  employees. 

We  very  much  appreciate  the  interest  the  conunittee  is  taking  in  the  Pacific 
Northwest  timber  crisis  and  its  impact  on  small  business. 


n.        Statement  of  Issue 

The  challenge  for  the  conmiittee  is  to  figure  out  how  government  can  help  small 
business  forest  products  firms  survive  and  thrive  in  today's  world  of  greatly  reduced 
timber  supply. 

As  the  timber  crisis  has  become  more  apparent  over  the  past  couple  of  years, 
some  people  have  jumped  ahead  to  explore  what  new  industries  and  what  new  job 
training  will  be  needed  for  Pacific  Northwest  areas  that  have  depended  on  a  timber- 
based  economy.  They  have  made  the  mistake  of  not  first  assessing  what  steps  that  can 
be  taken  to  enable  the  existing  labor  force  and  business  structure  to  use  the  reduced 
wood  supply  more  completely  and  more  efficiently. 

Some  talk  about  high-tech  industry  as  the  savior  of  the  region.  Let  me  tell  you 
that  today's  forest  products  mills  ARE  high  tech  industry.  The  chips  in  today's  mill 
aren't  all  wood  chips~a  lot  of  them  are  silicon  chips.  A  dizzying  array  of  computers, 
scanners,  optimizers  and  other  equipment  process  timber  far  more  efficiently  and 
completely  than  just  a  few  years  ago.  As  Til  discuss,  that's  the  kind  of  existing  progress 
that  needs  further  support  to  help  our  region  through  this  crisis. 


m.       Role  of  the  Small  Business  Committee 

A.  What  It  Isn't 

WFIA  isn't  here  today  to  argue  the  merits  of  President  Qinton's  Option  9 
Forest  Plan.  Without  changes  to  the  President's  plan,  small  business  will  have  a  difficult 
time  surviving.  But  we  recognize  that  the  committee's  jurisdiction  does  not  include 
timber  harvest  leveb  or  federal  land  use  planning. 

B.  What  It  Is 

But  with  its  unique  jurisdiction,  the  committee  can  lead  in  maximizing  the 
ability  of  small  businesses  to  survive  imder  whatever  reduced  level  of  timber  supply 
finally  evolves. 


84 


-2 


The  real  beneficiaries  of  the  chairman's  leadership  here  will  be 
communities,  competitiveness  and  consumers. 

Communities  ~  because  those  in  a  rural,  forest-based  economy  depend 
mostly  on  local  small  businesses  for  the  jobs  that  are  their  lifeblood. 

Competitiveness  -  because  small  businesses  maintain  the  wood  products 
industry  as  one  of  the  nation's  most  competitive,  least  concentrated  manufacturing 
industries.   What's  more,  family-owned  businesses  not  burdened  by  the  quarterly  report 
mentality  of  Wall  Street  can  lead  in  innovation. 

\ 

Consumers  -  because  the  extreme  competitiveness  of  the^industry  keeps 
prices  lower  and  product  selection  broader  than  if  the  industry  were  concentrated. 


rV.       What  Small  Business  Needs 

Small  business  needs  three  things:  targeting  of  what  timber  remains  available  for 
harvest  on  public  lands;  improved  financial  support  so  it  can  obtain  that  timber;  and  an 
increased  ability  to  keep  small  companies  in  the  family. 

A.        Targeting  of  Timber 

To  date,  federal  timber  has  almost  always  been  sold  to  the  highest 
qualified  bidder,  with  some  sales  reserved  to  assure  that  small  business  obtains  a 
proportionate  share  of  the  over-all  volume.  In  times  of  adequate  supply,  dependent 
communities  and  efficient  operators  could  obtain  sufficient  federal  timber  to  meet  their 
needs. 

But  now  it's  clear  that  there  won't  be  nearly  enough  timber  to  go  around, 
even  after  the  present  legal  injunctions  are  removed. 

To  save  communities,  preserve  competition  and  benefit  consumers,  the 
remaining  federal  timber  in  the  Pacific  Northwest  must  be  targeted  to  the  locations  that 
need  it  the  most  and  that  can  add  the  most  value  to  it. 

1.         Dependent  Communities 

Some  timber  from  federal  forests  should  stay  in  the  adjacent 
communities  that  are  most  dependent  on  those  forests  for  their  economic  livelihood. 
Federal  timber  should  generally  not  go  to  locations  that  can  get  by  with  their  traditional 
sources  of  non-federal  timber. 
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This  will  tend  to  allow  more  mills  that  are  totally  dependent  on 
federal  timber  to  stay  open.  That,  in  turn,  will  tend  to  keep  alive  more  forest-dependent 
communities  that  would  otherwise  lose  their  economic  lifeblood. 

One  of  the  avenues  to  help  protect  these  communities  is  to  increase 
the  small  business  share  of  federal  timber. 

2.         Highest  and  Best  Usage 

For  years  many  sawmills  spit  out  an  endless  stream  of  similar 
products  such  as  two-by-fours  made  from  a  wide  variety  of  sizes  and  species  of  trees. 
That  process  was  not  focused  on  maximizing  the  value  of  raw  material. 

Today's  high-technology  mills  get  much  higher  utilization  from 
timber.  Essentially  every  byproduct  is  used.  The  high-value  portions  of  a  tree  are  used 
for  high-value  products  rather  than  just  going  into  lower-value  items. 

Now,  we  must  move  to  the  next  stage  of  wood  utilization  ~  turning 
lower-value  raw  material  into  high-value  products. 

.  We  can  illustrate  the  worth  of  our  Pacific  Northwest  forest  economy 
with  a  simple  equation: 

The  WORTH  of  the  forest  economy 

equals 

the  VOLUNfE  of  timber  processed 

times 

the  VALUE  per  unit  of  the  products  produced 

WORTH  =  VOLUME  x  VALUE 

Now  if  we  cut  the  volume  in  half, 

WORTH  =  VOLUME  x  VALUE 
2 

then  in  order  to  sustain  the  same  economy,  we  need  to  double  the  value. 

WORTH  =  VOLUME  x  2(VALUE) 
2 
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Some  manufacturers  at  both  the  primary  and  secondary  levels  are 
starting  to  do  that.  For  example,  heavy  structural  beams  that  once  were  only  sawn  from  a 
single  log  now  are  being  manufactured  from  small  pieces  of  wood  held  together  with 
advanced  adhesives. 

As  the  price  of  timber  increases  with  its  scarcity,  the  need  to  turn  it  into 
high-value  products  also  will  increase. 

Basic  economic  pressures  will  help  target  federal  timber  toward  higher 
and  better  uses.  But  the  government,  though  its  timber  sales  policies,  should  help  assure 
that  its  scarce  timber  goes  to  highest  and  best  uses. 

3.         Small  Business 

Notice  that  I  have  NOT  said  that  all  of  the  remaining  federal  timber 
should  go  to  small  business  per  se. 

Mills  in  some  forest-dependent  communities  are  owned  by  large 
businesses.  And  some  large  businesses  manufacture  high-value  wood  products. 

But  on  the  whole,  most  of  the  mills  that  are  most  dependent  on  federal 
timber  are  small  businesses.  And  most  of  the  innovation  that  produces  creative  high-value 
wood  products  comes  first  from  small  businesses.  Therefore,  targeting  the  remaining  federal 
timber  to  locations  that  are  the  most  dependent  on  federal  forests  and  that  can  produce  the 
highest-value  products  will  substantially  help  small  businesses  survive. 

While  a  small  business  has  advantages  over  large  business  in  terms  of 
its  ability  to  innovate  and  take  a  longer  view,  it  has  one  serious  disadvantage.  Many  large 
businesses  can  use  profits  from  operations  in  other  states  or  regions  to  subsidize  a  mill  in 
a  hard-hit  area,  including  the  mill's  federal  timber  purchases.  Small  businesses,  by  contrast, 
do  not  have  the  diversity  of  sites  and  operations  to  subsidize  a  troubled  location  from  a 
distant  profit  center. 

The  SBA  set-aside  program  has  for  more  than  20  years  helped  protect 
small  business  against  loss  of  its  historic  share  of  federal  timber  supply.  In  today's 
drastically  shrunken  federal  timber  markets,  however,  the  traditional  percentage  method  of 
measuring  the  small  business  share  doesn't  work  anymore.  Thus,  a  50  per  cenl  small 
business  share  of  a  market  area's  300  million  board  feet  of  timber  was  probably  enough  to 
keep  a  couple  of  small  business  mills  going.  But  if  that  market  area's  timber  output  drops 
to  50  million  board  feet,  then  50  per  cent  won't  keep  even  one  mill  operating. 
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With  today's  drastically  reduced  federal  timber  supply,  small  business 
shares  under  the  SBA  set-aside  program  must  be  based  on  minimum  volume  as  well  as 
minimum  percentage. 

B.         Financial  Assistance 

Even  if  a  minimal  supply  of  timber  remains  available  to  small  business,  three 
forms  of  financial  assistance  are  needed  by  small  business. 

1.  Financial  Security  Assistance  for  Timber  Purchases 

The  Forest  Service  requires  significant  up-front  financial  guarantees 
fi-om  timber  purchasers.  Historically,  these  requirements  normally  were  satisfied  through 
perfaanaace-  and  payment  bonds.  As  the  future  of  the  industry  has  become  increasingly 
uncertain,  however,  bonding  companies  have  become  more  and  more  reluctant  to  issue 
bonds,  especially  to  small  businesses.  The  alternatives  to  bonding  are  difficult-to-obtain 
letters  of  credit  or  the  posting  of  cash  deposits.  Posting  deposits  plays  havoc  with  other  cash 
flow  and  cash  requirements. 

Small  business  would  be  helped  greatly  if  SBA  had  the  authoriJi  to 
underwrite  Jjonds  or  otherwise  provide  financial  securitY^  ^arante*"!  to.  small  businesses 
bidding  for  federaLtimbef.~CufrentiyrB6wever,  the  Small  Business  Investment  Act  makes 
such  assistance  available  only  to  small  businesses  selling  products  TO  the  government,  but 
not  for  those  buying  timber  or  other  goods  FROM  the  government 

2.  Day-to-Dav  Working  Capital  Needs 

Small  >^'j5iii£5<  also  qfi«'.'j^  ^^Vtaaii  F"''"'"*'"^  authnijto  fardgy-ip-day 

working  cauitai  needij.  Again,  the  Small  Business  Investment  Art  makei  sucb  guaramees 
available  to  small  businesses  contracting  with  the  government  to  produce  goods,  but  not  to 
small  businesses  that  are  buying  goods  from  the  government. 

3.  Capital  for  Long-Term  Improvement  and  Expansion 

Small  businesses  lootdng  toward  the"  industry's  new  future  require 
capital  for  improving,  converting  and  expanding  facilities,  and  for  the  research  and 
development  necessary  to  provide  higher-value  products. 

There  is  statutory  authority  for  this  type  of  SBA  loan  guarantee,  and 
members  of  WFIA  have  used  it  successfully.  But  incre-asftdjeyels  DLthi<s  rUltilflri*^  '"^^ 
needed  in  SBA!s  iiiu^et  as  «!nial]  Jjusiness  jieeds  Jor^'fiji  (jgje  of  assist^infip  inrrpiase 
dramatically. 
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C.  Keeping  Businesses  in  the  Family 

Many  a  small  business  has  been  in  a  family  for  a  generation  or  more.  The 
owner  wants  the  business  to  stay  in  the  family  for  its  next  generation,  too.  Unfortunately, 
our  estate  tax  laws  are  making  that  increasingly  difficult.  When  most  of  a  person's  assets 
are  tied  up  in  the  business,  often  the  only  way  to  pay  these  very  high  taxes  after  the  owner's 
death  is  to  liquidate  the  business. 

The  timber  supply  crisis  inevitably  is  putting  pressure  on  many  small 
businesses  to  sell  out.  As  their  owners  assess  the  future,  particularly  if  they  are  older,  they 
too  often  see  that  the  estate  tax  laws  will  force  a  sale  even  if  the  business  finds  enough 
timber  to  survive.  Some  may  figure  it's  not  worth  the  fight  to  survive  the  immediate  crisis 
if  the  business  is  going  to  have  to  be  sold  anyway  a  few  years  later. 

The  estate  tax  laws  need  to  be  changed  so  that  small  businesses  aren't  forced 
to  liguidate  merely~5ecause  tSe  owner  di^s.  Knowing  that  the  busmess  can  remain  in  the 
family,  at  leasx  as  Tar  as  the  tax  consequences  of  death  are  concerned,  will  help  provide 
some  small  businesses  the  incentive  to  fight  through  this  present  timber  supply  mess. 

D.  What  is  NOT  needed 

We  recognize  that  the  federal  budget  is  very  tight.  To  the  extent  that 
govenmient  help  for  forest  industry  small  business  takes  the  form  of  Congressional 
appropriations,  these  funds,  should  be  mostly  used  for  direct.,  t^oaible.  support  andjiol  fry- 
additional  government  staff  and  intangible  suppiort 

Small  business  does  not  need  an  expanded  government  bureaucracy  of  advisors 
and  coordinators  doing  what  the  private  market  can  do  for  itself. 


V.        What  the  Committee  Should  Do 

I  have  briefly  outlined  the  kinds  of  assistance  to  small  business  that  will 
benefit  communities,  competition  and  consumers.  How  can  the  committee  help  achieve 
those  goals? 

A.        Oversight  of  the  Tuchmann  Study  Group 

Perhaps  the  fastest  step  the  committee  can  take  is  already  starting  with  this 
hearing.  That  step  is  to  provide  support  and  oversight  direction  to  the  Administration's 
interagency  small  business  study  group,  headed  by  Tom  Tuchmann,  whom  you'll  hear  from 
later  today. 
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WFIA  has  been  very  encouraged  by  the  interest  in  small  business  issues  that 
Mr.  Tuchmann  has  taken  throughout  the  development  and  planned  implementation  of  the 
President's  Forest  Plan.  The  recent  creation  of  the  small  business  study  group  is  a  further 
good  sign  of  Administration  intent.  If  this  committee  provides  direction  and  support  to  the 
study  group  that  is  consistent  with  the  principles  we  have  testified  to  here,  the  chances  of 
small  business  survival  in  this  industry  will  improve. 

We  urge,  in  addition,  that  the  committee  work  directly  with  the  SBA  and  with 
those  in  the  timber-selling  agencies  to  achieve  those  of  our  objectives  that  can  be  handled 
administratively. 

B.        Legislative  Assistance  If  Needed 

Expanded  financial  assistance,  such  as  bonding  and  loan  guarantees,  may 
require  legislation.  The  Committee's  assistance  both  in  developing  and  achieving  these 
programs  would  be  most  helpful. 

In  addition,  we  urge  the  Committee  to  use  its  influence  with  the  House  Ways 
and  Means  Committee  in  connection  with  estate  tax  reComv  jl  jax  issue  with,  uniflp^ 
implications  for  small  business. 


VI.       Conclusion 

With  your  help,  forest  industry  small  business  wiU  make  it  through  this  crisis,  not  just 
for  the  sake  of  its  own  survival  but  for  the  benefit  of  forest-dependent  communities,  industry 
competition,  and  the  nation's  consumers  of  wood  products.  Thank  you. 
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U.S.  House  of  Representatives  -  Committee  on  Small  Business 
Subcommittee  on  Regulation,  Business  Opportunities  and  Technology 

December  15,  1993 
Portland,  Oregon 

Testimony  of  Ray  Daffiier 
Executive  Director,  WPCC 

Recommended  Program  Responses 
to  Strengthen  the  Northwest  Secondary  Wood  Products  Industry 


The  WPCC  is  a  secondary  industry  trade  association  that  was  created  by  the  Oregon 
legislature  in  1991  to  improve  the  competitiveness  of  this  important  sector.  Privatized 
earlier  this  year,  the  WPCC  programs  are  created  by  an  industry  Board  of  Directors 
and  implemented  by  a  small  staff.  The  WPCC  develops  programs  with  public  and 
private  sector  partners  in  the  areas  of  marketing,  capital  access,  supply  development, 
and  industry  training.  Funding  for  programs  comes  from  a  mix  of  public  and  private 
sources. 

The  WPCC  believes  that  adding  more  value  to  the  natural  resource  before  it  leaves  the 
region  is  one  way  to  effectively  resolve  some  of  the  environmental  and  economic 
challenges  facing  the  Northwest.  Just  as  Germany,  Sweden,  and  many  developing 
nations  have  had  to  adjust  to  finite  timber  resources,  Oregon  and  the  Northwest  must 
strategically  identify  uses  for  the  region's  limited,  though  enormous,  fiber  resources. 
Every  effort  must  be  made  to  maximize  employment  levels  as  well  as  the  efficiency  of 
fiber  processing  and  utilization  through  such  activities  as  increased  secondary  wood 
products  manufacturing. 

Initial  studies  reveal  that  typical  primary  fiber  processing  (sawmills)  employs 
approximately  three  persons  annually  per  million  board  feet  (bf)  of  lumber  processed. 
~Manufacturers  of  moulding  and  millwork  products  and  components  employ 
approximately  12  -  18  persons  annually  per  million  bf  of  processed  fiber;  while 
furniture  manufacturers  employ  60  persons  annually  to  process  the  same  quantity  of 
raw  material.   By  adding  more  value  to  the  products  they  produce,  manufacturers  wUl 
be  able  to  maintain  stable  employment  levels  even  as  regional  timber  harvests  are 
reduced. 

Additionally,  the  manufacture  of  value-added  products  often  requires  firms  to  move 
upmarket  to  high-margin  niche  products  that  generate  greater  profits.   More  profitable 
companies  are  able  to  reinvest  their  profits  in  plant  improvements  and  sophisticated 
equipment  to  retain  their  competitive  edge  in  international  markets.   And  the  increasing 
sophistication  of  equipment  and  manufacturing  practices  requires  manufacturers  to  hire 
high-skill  employees  ~  well  trained  employees  for  family  wage  jobs.  Clearly,  adding 
more  value  to  the  natural  resource  before  it  leaves  the  region  is  one  effective  strategy  to 
resolve  both  the  environmental  and  economic  challenges  facing  the  region. 
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Industry  Background 

The  secondary  manufacturing  industry  in  Oregon  is  composed  of  over  800  firms 
employing  20,000  persons  in  the  manufacture  of  moulding,  millwork,  windows,  doors, 
cabinets,  furniture,  and  specialty  wood  products  (See  Table  I).  In  Washington  12,000 
persons  are  employed  in  over  350  secondary  companies.  And  although  overall  forest 
products  employment  in  the  Northwest  has  declined  since  1988,  employment  in 
selected  secondary  manufacturing  sectors  has  actually  increased.  Almost  all  industry 
firms  are  small  businesses  (under  500  employees)  and  most  are  located  in  the  same 
communities  that  are  experiencing  dislocation  as  a  result  of  decreases  in  timber  harvests 
(See  Table  II). 

The  WPCC  believes  secondary  manufacturing  offers  the  unique  opportunity  of  creating 
additional  jobs  in  the  same  rural  communities,  using  employees  with  sinular  skills,  to 
offset  the  job  loss  occurring  in  the  primary  segment  of  the  industry.  However,  without 
ample  fiber  supply  the  secondary  industry  can  not  expand;  the  secondary  manufacturing 
industry  is  linked  to  the  primary  industry  for  its  health  and  survival.  And,  an 
expansion  of  10%  or  even  20%  in  secondary  employment  which  can  create  2,000  to 
4,000  additional  jobs  in  Oregon  alone,  will  absorb  just  a  portion  of  the  projected  job 
loss  from  the  primary  producers. 

Program  Options: 

Now  I  would  like  to  outline  a  series  of  program  recommendations  -  investments  in  the 
Northwest's  small  and  medium-sized  secondary  wood  products  industry  --  that  will 
improve  the  competitiveness  of  this  critical  industry  and  create  jobs  even  while  the 
overall  quantity  of  limber  processed  is  reduced.  These  recommendations  do  not 
involve  direct  grants  to  private  businesses,  but  instead  rely  on  a  series  of  activities  to 
improve  market  opportunities,  enhance  access  to  capital,  improve  training  programs, 
and  promote  collaboration  among  the  r^on's  secondary  manufacturers.  These 
programs  all  rely  on  a  partnership  between  the  public  and  private  sectors,  but  it  is 
important  that  these  activities  remain  industry-led  to  ensure  industry  accq)tance  and 
successful  implementation.  The  emphasis  of  these  programs  is  on  assisting  small  and 
medium-sized  manufacturers.  Additional  detail  can  be  provided  on  any  of  these  items 
upon  request. 

Supply 

Without  an  adequate  supply  of  fiber,  the  secondary  industry  can  not  expand  or  even 

remain  competitive.  Some  suggestions  to  improve  the  supply  outlook  for  the  industry 

include: 

•  Create  a  public  forest  bidding  system  that  gives  preference  on  timber  sales  to 
companies  based  upon  the  quantity  of  lumbw  they  sell  to  local  and  regional  value- 
added  manufacturers.  This  system  need  not  be  driven  by  tax  incentives;  it  could  be 
structured  to  have  no  net  revenue  impact.  This  could  be  modeled  after  a  successful 
system  used  in  British  -Columbia. 

•  Surplus  list.  Remove  all  Northwest  species  from  surplus  list,  including  Port  Orford 
Cedar.  Currently  this  timbo'  is  exported  in  log  form  from  public  lands. 

•  Eliminate  Raw  Material  Import  Tariffs.  Exempt  secondary  manufactures  from 
import  tariffs  on  Canadian  softwood.  As  Northwest  lumber  becomes  more  scarce, 
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loss  from  the  primary  producers. 
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Now  I  would  like  to  outline  a  series  of  program  recommendations  ~  investments  in  the 
Northwest's  small  and  medium-sized  secondary  wood  products  industry  ~  that  will 
improve  the  competitiveness  of  this  critical  industry  and  create  jobs  even  while  the 
overall  quantity  of  limber  processed  is  reduced.  These  recommendations  do  not 
involve  direct  grants  to  private  businesses,  but  instead  rely  on  a  series  of  activities  to 
improve  market  opportunities,  enhance  access  to  capital,  improve  training  programs, 
and  promote  collaboration  among  the  region's  secondary  manufacturers.  These 
programs  all  rely  on  a  partnership  between  the  public  and  private  sectors,  but  it  is 
important  that  these  activities  remain  industry-led  to  ensure  industry  acceptance  and 
successful  implementation.  The  emphasis  of  these  programs  is  on  assisting  small  and 
medium-sized  manufacturers.  Additional  detail  can  be  provided  on  any  of  these  items 
upon  request. 

Supply 

Without  an  adequate  supply  of  fiber,  the  secondary  industry  can  not  expand  or  even 

remain  competitive.  Some  suggestions  to  improve  the  supply  outlook  for  the  industry 

include: 

•  Create  a  federal  forest  bidding  system  that  gives  preference  on  timber  sales  to 
companies  based  upon  the  quantity  of  lumber  they  sell  to  local  and  regional  value- 
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•  Surplus  list.   Remove  ail  Northwest  species  from  surplus  list,  including  Port  Orford 
Cedar.  Currently  this  timber  is  exported  in  log  form  from  public  lands. 

•  Eliniinate  Raw  Material  Import  Tariffs.  Exempt  secondary  manufacturers  ft-om 
import  tariffs  on  Canadian  softwood.  As  Northwest  lumber  becomes  more  scarce, 
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Canadian  lumber  is  often  substituted  by  the  domestic  industry.  With  the  imposition 
of  tariffs  on  this  lumber  Northwest  secondary  manufacturers  can  not  now  compete 
with  South  American  and  Pacific  Rim  secondary  firms  selling  product  into  the  U.S. 
as  we  must  pay  a  6.5  %  to  11.5%  tariff  on  imported  lumber.  These  tariffs  can  still  be 
employed  on  construction  lumber  to  protect  the  U.S.  primary  industry. 

•  Below  cost  sales.  The  USPS  should  change  accounting  procedures  to  indicate  that 
public  sales  subsequently  processed  by  secondary  manufacturers  add  greater  value  to 
the  local  economy.  Such  sales  would  no  longer  be  considered  below  cost  and  would 
therefor  not  be  prohibited. 

•  Create  restrictions  or  disincentives  for  private  log  exports  to  encourage  processing  of 
fiber  domestically.  The  more  timber  that  is  processed  in  the  Northwest,  the  more 
lumber  that  is  available  for  secondary  processing. 

•  Cant  definition  -  redefine  cants  to  smaller  sizes  that  secondary  manufacturers  are 
capable  of  processing.  This  allows  secondary  firms  to  compete  for  the  same  fiber  as 
foreign  processors. 

•  Foreign  Supply  Development.  Support  the  creation  of  import  consortia  among 
secondary  manufacturers  to  develop  foreign  fiber  resources  for  the  Northwest. 
Targeted  nations  will  be  Russia,  China,  and  CIS  members.  The  program  will  involve 
technical  assistance  and  exchange  to  enable  foreign  suppliers  to  better  develop  their 
processing  capacity,  and  will  focus  on  the  counter-trade  of  finished  US  value-added 
products  to  these  foreign  markets. 

Access  to  Capital 

Two  of  the  most  important  capital  needs  for  small  secondary  firms  are  for  working 

capital  and  equity  or  non-debt  financing. 

•  Working  Capital  Guarantees.  The  first  idea  is  to  create  a  working  capital  guarantee 
program.  The  SB  A  7a  program  is  effective  in  providing  guarantees  for  fixed  asset 
financing.  However,  working  capital  finance  (inventory  and  receivable  loans)  are 
guaranteed  only  to  a  limited  extent  by  the  7a  program.  As  raw  material  costs  rise 
(100%  +  increase  in  spring  1993  for  lumber),  a  manufacturer  needs  to  put  more  and 
more  cash  into  inventory  just  to  maintain  production  levels.  And  as  the  timber 
industry  gets  negative  publicity,  bankers  are  uncomfortable  in  providing  unsecured 
loans  (working  capital  loans).  Therefore,  an  SBA  program  to  guarantee  working 
capital  lines,  structured  like  the  successful  7a  program  would  significantly  help 
industry. 

Currently  SBA  has  a  "Greenline"  program  for  working  capital  lines.  However, 
guarantees  are  only  provided  if  1)  the  borrower  is  a  large  national  firm  and  the  bank 
is  also  a  national  (not  state  or  local)  bank,  or  2)  the  working  capital  line  is  also 
secured  by  a  firm's  fixed  assets  (which  defeats  the  purpose  of  the  program). 

Oregon  has  created  such  a  guarantee  program  with  $7.8M  in  state  funds  to  provide  up 
to  $75M  in  working  capital  guarantees  —  up  to  50%  of  these  in  the  value  added  wood 
products  and  agriculture  sector.  We  feel  there  is  an  opportunity  for  the  federal 
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government  to  expand  state  programs  like  these,  by  matching  the  state  guarantee 
authority  on  a  2: 1  ratio. 

•  Equity  Needs.  Manufacturing  firms  have  limited  sources  of  non-debt  capital.  They 
can  receive  investments  from  family  or  friends  or  reinvest  profits.  Venture  capital 
sources  are  unable  to  receive  their  target  return  rates  by  investing  in  typical  mid-sized 
manufacturing  companies.  We  feel  that  creating  a  public/private  investment  program 
that  provides  equity  capital  to  business  to  be  repaid  if  the  specific  projects  are 
successfiil  is  a  good  way  to  replace  the  use  of  public  grants  to  private  firms.  The 
fund  would  receive  returns  at  a  mezzanine  rate  (15%  -  25%)  and  would  target 
investments  in  less  risky  companies: 

•  3-7  year  old  companies 

•  expansion  of  existing  product  lines  into  new  geographic  markets 

•  creation  of  marketing  materials  for  products  already  having  initial  sample  orders 

•  redesign  of  existing  products  for  new  markets 

Public  sources  of  funds  could  be  used  to  seed  these  funds  and  mid-sized  private 
investors  interested  in  receiving  rates  of  returns  higher  then  today's  money  market 
rates  would  also  be  attracted  to  invest. 

Industry  Training/Competitiveness 

•  Technology  Development.  Application  of  new  technologies  is  driving  the 
Northwest's  secondary  industry  to  be  the  most  competitive  in  the  world.  A  joint 
Washington  -  Oregon  program  focusing  on  developing  key  Northwest  technologies 
including  secondary  wood  products  manufacturing  could  be  a  major  factor  in 
accelerating  the  development  of  regional  industries.  The  center  should  be  an 
industry-led,  independent,  non-profit  entity  that  works  in  partnership  with  existing 
public  institutions.  The  center  could  focus  efforts  on  market  oriented  technology 
deployment,  manufacturing  quality,  and  education  and  training.  Given  the 
concentration  of  secondary  manufacturers  in  the  Northwest,  the  absence  of  such  an 
industry-focused  center  is  noticeable. 

•  Apprenticeship  programs  /  dislocated  worker  retraining.  Currently,  manufacturers 
have  to  interview  30  prospective  employees  to  hire  just  five.  Industry-led  programs, 
in  partnership  with  local  high  schools  and  community  colleges,  can  train  new  workers 
for  entry  into  the  industry  or  dislocated  workers  for  re-entry.  Specialized  curriculum 
can  be  developed  by  local  educators  and  industry,  and  relevant  work  experience  can 
be  provided  by  rotating  job/practicums  through  area  facilities.  Individuals 
completing  such  a  training  course  should  receive  a  certification,  enabling  employers 
to  recognize  a  qualified  prospect. 

Market  Development 

•  Marketing  Networks  -  Create  local  and  regional  groupings  of  manufacturers  who  can 
more  e^ectively  market  their  products  through  knowledgeable  private  sector  brokers 
/  traders.  This  program  allows  manufacturers  to  produce  and  marketers  to  sell;  each 
partner  doing  what  they  know  best.  To  date,  WPCC  has  had  success  in  developing 
new  niarkets  for  furniture  products  in  the  mid-west  and  east  coast  and  would  like  to 
see  these  efforts  expanded  in  other  industry  segments. 
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•  Adaptive  Management  -  Green  Marketing.  In  order  to  maximize  the  lumber  yield 
that  can  be  derived  from  the  President's  new  forest  management  policy,  harvesting 
practices  that  minimize  the  impact  on  ecosystems  while  maximizing  the  job  creation 
potential  of  the  forests  need  to  be  explored.   Additionally,  market  opportunities  exist 
for  new  products  created  from  this  'green'  forestry  that  should  have  significant 
competitive  advantages  over  more  traditional  fiber  products.  Funds  to  support  new 
harvesting  and  management  activities  for  the  primary  industry  and  financial  support 
for  market  develop  programs  for  'green'  secondary  products  would  be  valuable. 
Potential  project  participants  should  be  from  the  primary  and  secondary  industry, 
retailers,  and  environmental  groups. 

•  Hardwoods  Development.   Improving  utilization  of  underutilized  hardwood  species 
such  Oregon  White  Oak,  Madrone,  Chinquapin,  Myrtlewood,  Tanoak  and  Ash  will 
enhance  value-added  manufacturing  possibilities  in  industry  segments  such  as 
furniture  and  cabinetry.  Currentiy  much  of  this  valuable  fiber  is  relegated  to  the 
slash  pile.  A  joint  primary-secondary  industry  program  has  been  initiated  to  develop 
appropriate  drying  and  sawing  techniques  for  these  species,  and  to  solidify  market 
opportunities  for  value-added  products.  Project  participants  will  be  from  the  primary 
and  secondary  industry,  retailers,  and  environmental  groups. 

Conclusions 

Altiiough  economic  diversification  is  an  important  strategy,  we  shouldn't  overlook  one 
of  the  most  important  industries  in  the  region;  both  for  today  and  for  tomorrow.    The 
strategies,  above,  in  the  areas  of  supply,  capital,  training,  and  marketing  will  help  the 
Northwest  to  build  on  its  core  competencies  and  competitive  advantages  in  the  forest 
products  industry. 

As  the  federal  government  proceeds  with  the  Northwest  Economic  Adjustment 
Initiative,  we  encourage  the  public  sector  to  actively  engage  the  private  sector  in  the 
development  process.  Only  by  having  industry  involved  can  government  help  create 
new  jobs  to  offset  some  of  the  impending  job  loss.  The  new  state  and  regional 
Community  Economic  Revitalization  Teams  (CERT)  charged  with  reviewing  proposals 
to  support  ailing  local  economies  are  noticeably  lacking  in  private  sector  representation. 
We  hope  that  the  CERTs  can  remedy  these  early  oversights  and  involve  industry  more 
closely  in  the  decision  making  process  to  create  more  jobs  for  our  communities. 

We  believe  that  the  secondary  industry  has  a  key  role  to  play  in  solving  the  economic 
dislocation  in  the  Northwest.  Secondary  manufacturing  offers  the  unique  opportunity 
of  creating  additional  jobs  in  the  same  rural  communities,  using  employees  with  similar 
skills,  to  offset  the  job  loss  occurring  in  the  primary  segment  of  the  industry. 

Thank  you  for  the  opportunity  to  make  these  remarks,  and  the  WPCC  would  be  pleased 
to  assist  this  committee  with  any  future  activities  to  stimulate  growth  in  our  industry. 

c:wmword/forsu]ii/sbatest.  12 
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SECONDARY  WOOD  PRODUCTS  INDUSTRY 
FACTS  AND  FIGURES 


Vie  Secondary  Wood  Products  Industry  in  Oregon: 


Number  of -Firms 

Percent 

Description  of  Sector 

141 

17% 

millwork  plants 

125 

15% 

kitchen  cabLaet  manufacturers 

106 

12% 

box  and  other  wood  container 
manufacturers 

198 

23% 

furniture  manufacturers 

157 

18% 

Doa<lassified 

122 

14% 

mobile  home  and  prefabricated 
wood  butld'mg  manufacturers, 
wood  preservers,  pallet 
manufacturers,  hardwood 
dimension  producers,  and 
structural  wood  member 
manufacturers. 

849 

100% 

TOTAL 

Soucce:  Oregon  Economic  Developroeoi  Deptftinent.  Directoiy  of  Oregon  Wood  Producu  Mtnuftcniren.  1991 


1990  Employment  in  Oregon  in  the  Secondary  Wood  Products  Industry: 


Number  of  Employees 

Percent                                Description  of  Sector           | 

7,421 

37% 

millwork  plants 

1.491 

7% 

kitchen  cabinet  manufacturers 

170 

1% 

box  and  other  wood  container 
manufacturers 

2.237 

11% 

furniture  manufacturers 

1,724 

9% 

structural  wood  member 
manufacturers 

1,199 

6% 

non-classified 

2,179 

11% 

mobile  home  and  prefabricated 
wood  building  manufacturers 

1.948 

10% 

reconstituted  wood  products 

1.392 

7% 

wood  preservers,  pallet 
manufacturers,  and  hardwood 
dimensioQ  producers 

19,761 

100% 

total  employment  in  the 
secondary  wood  products 
industry 

Source:  Oregon  EoploymcK  DhriMn,  1990 

•  Swondaiy  wood  praducM:  HcUr  24  (Urariwr  tod  Wood  Pioducu).  2426.  243 1 .  2434.  2439.  2441 . 
244«,  2449.  24SI,  24S2, 2491.  2493. 2499;  Mciot  25  (FuraiBm  tnd  Fixture*).  251 1 .  2512. 2517.  2521 . 
2541. 
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Secondary  Wood  Products  Industry  Facts  &  Figures  (cont'd) 


Definidon/categorizntion  of  the  industry: 


Size/Category 

Number  of  Employees 

Annual  Sales 

Small 

3  to  10 

less  than  S 1  million 

Medium 

11  to  50 

>$I  and  <$5  million 

Large 

>5I 

over  $S  million 

Source:    Wood  ProducU  Competivenew  Cotpontion,  1992 


Secondary  Wood  Products  Employmem  comparisons: 


Description  of  Sectors 

Employment 

Secondary  Wood 
Products  Employment 
as  Percent  of  Totals          i 

employment  in  the  secondary 
wood  products  industry 

19,761 

100% 

total  employment  in  sectors  24 
and  25 

67.498 

29% 

total  employment  in 
Manufacturing 

220,208 

9% 

total  employment  in  Oregon 

1,236,243 

2% 

Source:   Oregon  Employment  Divition.  1990 

•   Secondaiy  wood  producu:  sector  24  (Lumber  end  Wood  ProducU),  2426.  243 1 .  2434.  2439.  244 1 . 
2448.  2449.  24SI.  2452.  2491.  2493.  2499;  sector  25  (Furniture  tnd  Fixtures).  251 1.  2512.  2517.  2521. 
2541. 


Business  activity  by  region  within  Oregon: 


Total =389 

Portland 
Area 

Valley 

Southern 
Oregon 

Central 
Oregon 

Eastern 
Oregon 

Fmisbed 
Products 

241 

94 

90 

31 

16 

10 

Components 

149 

58 

55 

18 

13 

4 

Value 
Added 
Services 

97 

37 

37 

14 

6 

3 

98 
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DRAFT 


Tcstinxn^  of  Rfllfh  Sapeisfeni 

Vice  Bcsidaii;  Noitfwest  Faiestiy  Assodafioa 

Before  die  Sdbconnittee  onResdadon,  BtsiDess  O^tportaoHies,  ad  Tednology  of  te 

U.S.  Qtise  of  Re^Rsenfafives  Coimittee  ou  Small  Bosioess 

Poidail,  Otegpn 

Deoadba-15,1993 


Mr.  Chalnnan,  tfaank  you  fix- the  oppottunily  to  testify  before  Mynatneis 

Ralph  Sj^jostetn  and  I  represent  tbe  Nalliwest  Forestiy  Associalioa  NFA  is  a  fotest  industiy 
trade  assodalioa  rqpresentiag  lumber,  plywood,  and  pulp  nnDs  dsou^bout  Or^on  and 
Wasbingtoa 

Apptcndiaaxdy  liiree-fouttfas  of  our  members  are  indEf)endeQt  ^mily  owned  businesses.  M  of 

i 
I 

our  menixEs  bodi  laige  and  sDsall,  are  sobstanlialfy  dqjendoit  on  tindxr  fiom  pot^c  fixest  lands. 

Mai^  of  tibese  conpanies  built  tbeir  fecilittes  and  the  sutroumSng  communities  oa  dte  promise 
of  a  long-tean  sustained  yidd  of  timber  fiom  the  federal  govanmeoL  Tb^  now  feel  tbat 
prooiLse  has  beeatxoken. 

NFA  is  eocouiaged  by  (be  attecedax  Ifae  subccimuitlBe  is  fbcusuQg  on  this  nsattec.  Our  ot^ecttve 
is  to  convince  Googress  tbat  tbere  is  nncfa  to  be  done  to  address  Ibe  ferest  ddnte^  Your 
suboQDxnittee  caa  play  a  bdpfid  ide  in  the  oomprdieasive  c&cxt  Aat  is  needed  As  we  will 
discos  bdow,  widiout  CoogressioDal  interveotioQ,  tbc  gddlodc  cuireody  fedng  us  will  aX 
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We  fed  stton^y  that  your  subccoimittee  aad  die  eaitiie  Congress  should  address  the  matter  of 
rcstorii^  a  tiniber  sale  program  for  the  federal  lands.  The  si^Iy  of  tbDoberfranAe  federal 
forests  is  the  key  &ctor  ta  the  cucceot  pli^  of  the  foKSt  industiy  aod  the  tunber  produciog 
coamnnuties  that  are  ia  tnxibl& 

Secoodary  rnanii&ctuai^  is  aain^xitaDt  part  of  the  forest  industry.  Most  of  our  members  are 
engaged  in  value-added  manufecturir^  Thar  invotvaoaaat  is  the  result  of  nonnal,  technically 
and  ecoDomically  driven  carpetitive  business  process.  Howevo',  die  feet  that  cannot  be 
overen^iiasizEd,  is  that  secondary  or  value-added  manufecturiiig  cant  exist  without  primary 
manufecturing.  Primary  mamifecture  requires  raw  rnateriaL  For  ntymonbeisddr  historical  raw 
TTvtten'al  su^^ly,  timber  from  federal  forest  lands,  is  (Ssq)peactng. 


Timber  sales  from  fedaal  forests  in  the  spotted  ovA  re^on  have  beai  virtually  noaejdstoit  ftr 
three  years.  Many  pnxedural  and  substantive  laws  have  led  to  bureauoaric  and  couitioorn 
gridlocfc  The  adniiiristratrve  land  management  plfmmng  processes  inscribed  by  Congress,  and 
more  recendy  by  the  President,  have  250ned  over  80  percent  of  die  federal  fctests  off-limits  to 
intensive  forest  man^eanaiL  Deqiite  all  the  rhetoric  and  ItystHia,lockmgV5)  80  percait  of  the 
forest  land  base  is  the  reason  die  agencies  are  no  longer  able  to  naaintain  the  sustained  yields  tii^ 
promised  in  the  past 

The  administration's  plan  for  resolving  the  forest  debate  is  not  a  balanced  soMoa  The  planj 
drops  foderal  tirriber  sappty  by  75  percent  foam  recent  Hstoty.  This  is  a  dear  indicalion  why 
smaU  businesses,  ardafl  of  our  fedardtirriberdepaident  members  are  striggjing.  Wxflioutan 
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adequate  st^Jply  of  lasv  material,  it  is  unreasonable,  if  not  in^xjssible,  to  make  investmaits  in  "re- 

I 
todingofprimary  product  mills  fa  seoxidarymanufeduring,  (yferprmrnyTnaTPifa^tmigTiiryf 

qjpropriate  to  available  ttoiber  resources."  | 

i 

i 

I 

Congress  should  concentrate  tfieir  efiforts  on  developing  a  balanced  soludon  to  the  forest  ddiate 

tbat  efifectively  provides  for  a  stable  si55)ly  of  timber  from  tbe  fbdaal  fiarests.     Hie 

Adcrdnistiatioii  has  Med  to  adequately  resolve  the  issue.    It  has  been  six  months  since  the 

Presidait  announced  his  plan.   In  that  time  we  have  learned  a  lot  about  the  d^ails  of  the  plan 

and  die  time  required  to  inclement  it  Unfortunately,  it  is  not  good  news.  j 

i 

I 

On  July  1,  1993  tibe  Administration  announced  that  they  would  sefl  2  billioa  board  fed:  (BBF) 

of  timber  in  the  first  year  of  tiie  plan  and  1.7  BBF  in  the  second  year.  These  intaim  programs 

i 

would  be  adiieved  by  asking  federal  Judge  "^iffliamDwyerto  lift  his  irgundioa(.Sec7z/ey4z/di^/i 

Society  v.  Lyons).  \ 

I 

The  plan  calls  far  a  long-tenn  levd  of  1.1  BBF.  Since  then,  fiirtfier  evaluaticm  by  the  agencies 

I 
diat  are  already  carrying  out  the  plan  shows  &at  it  win  be  die  year  2000  before  all  of  the 

necessary  analysis  is  con^l^ed  to  tuUyirr^ement  the  new  forest  plan  Tbat  means  that  ijbe  1.1 

BBF  level  won't  be  adrieved  for  six  to  seven  years.  i 

i 

Worse,  the  Administralion  has  tailed  to  live  v^  to  ar^  of  its  promises  to  qSs  tiixiber  sales  in  thei 
meandme.  Even  after  they  negotiated  die  rdease  of  S3  million  board  feet  widi  thej 
eiivironrccatalists,diey  have  not  yet  asked  Judge  Dwyer  to  lift  his  injunction.  In  November  diey 
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asked  Sx  aod  received  a  tfiree-nx]D&  extensioa  I 

! 

I 
Tbe  best  case  sccaario  is  that  the  Resident's  plan  will  be  finalized  on  April  1,  1994.  Assumiiilg 

ihae  is  no  l^al  dialleage  to  Ibe  plan,  tiniber  sales  can  tben  be  piqTared  coosistent  -widi  the  new- 
strategy:  Tbese  sales  must  still  be  sidjjected  to  at  least  six  montfas  of  Endaogeared  Species  Act 
consultation.  AiQr  voluoorie  that  has  cleared  Aatbiiidle  can  still  be  administraCively^jpealed  and 
litigated  in  court 

Tbe  bottom  line  is  that  we  don't  ejqject  any  resun^rtion  in  tbe  fedCTal  timber  sale  program  in 

i 
1994.  Add  dns  fact  to  die  reality  that  not  only  has  tbe  Administraboa  &iled  to  come  acy\^iiere 

close  to  providing  tbe  2  BBF  it  promised,  there  have  been  at  least  tsvo  eflForts  to  take  back  some 

timber  sales  that  we  have  had  imder  contract  for  tbe  past  three  yeare.  Ironically,  &e  net  efibct 

is  that  our  members  ate  worse  off  after  die  AdnrirristtaticHi  resolved  die  issue  tbai  they  were 

i 

before.  1 


Realizing  tbis  sad  trudi,  we  have  undertaken  an  aggressive  strata  to  chaDaige  li>e 
Administradan's  plan  because  we  believe  it  violates  sevetal  procedural  and  substantive  laws 
Congress  passed  In  one  of  diese  cases  {Northwest  Forest  Resource  Council  v.  Espy)  we  were 
able  to  investigate  die  process  used  to  develop  the  Presidearfs  forest  plaa  Not  only  did  die  groiq> 
known  as  the  Forest  Ecosystem  Man^emeot  Assessment  Team  (FEMAT)  opesrate  violating 
fedeial  open  meetings'  law,  they  eacduded  cacedible  scientists  vdiose  views  didn't  siqipcHt  dieir 
procooceived  view  of  die  solution.  | 
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We  kiHW^  that  ft  was  ptwxjncctved,  because  tbe  nain  menilxcs  of  FEM^ 
the  I^pesideiit  evm  caavcoed  die  Foiest  Coofecooe.  M^or  policy  dedsioDS  woe  made  before 
llie  Biesideot  sat  at  die  table  vnAi  an  opoi  amid  toward  new,  innovattve  sdutioos.  Listead,  be 
■was  piesented  widi  a  plaa  that  was  writtai  by  the  saoie  esqjerts  that  devised  the  three  (Kevious 
strategics  that  have  been  so  coitroversial.  The  selected  plan.  Option  9,  eoibiaces  lockiog-up 
large  areas  of  productive  ftirest  land  to  return  our  fedora!  forests  to  "presetdement  cooditioDSj" 

1 

I 

We  can  find  cto  Congressional  audicrity  diat  allows  the  AdujimMiaLion  to  manage  tfie  federal 

forests  for  "presetfleaent  conditioos."    Despite  the  ecological  foUy  of  this  dgecdve^  we  are 

certain  ft  will  restoe  the  ecOTKxnies  of  rural  communities  in  the  Padfic  Northwest  to  Afiir 

I 
pres^emeat  status.  ; 

I 
1 

I 

I 

Mr.  rtiiM'rman  your  subcommittee  can  do  the  most  good  for  small  businesses  in  the  forest 
industry  by  woddng  to  restore  a  stable  suppty  of  timber  from  the  federal  forests.  As  we 
mmdooed,  retooling  and  increased  secondary  manufecturii^  will  continue  to  occur  as  long  as 

there  is  an  adequate  raw  material  base  to  stqjpoctinvestmait  j 

I 
1 
I 

Thank  you  for  tiie  opportinBty  to  testify  bc&ce  your  suboommittBe.   We  stand  reatfy  to  hdp 

Coctgress  develop  a  balanced  sotution  to  the  forest  dtijats.  , 
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STATEMESrr  OP  CRAIG  HAMNEMJm 

REPRESENTING  PUBLIC  TIMBER  PURCHASERS  GROUP 

AT  WEDNESDAY,  DECEMBER  15,  1993  HEARING 

IN  PORTLAND,  OREGON 
BEFORE  THE  SX7BC(»(MITTEE  ON  RE6UIATI0N, 
BUSINESS  OPPORTUNITIES  AND  TECHNOLOGY, 

THE  COMMITTEE  ON  SMALL  BUSINESS, 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

Mr.  Chairmem  and  Members  of  the  Subcommittee: 

Public  Timber  Purchasers  Group  appreciates  your 
percnitting  me  to  testify  on  its  behalf.  We  apologize  for  not 
earlier  having  copies  of  my  statement  available  to  you,  but  we  have 
had  only  two  days  in  which  to  prepare  for  this  hearing.  Although 
I  do  not  intend  to  read  the  entire  statement,  I  do  ask  that  my 
statement,  along  with  the  attachment  thereto,  be  made  a  part  of  the 
record  of  this  hearing. 

Public  Timber  Purchasers  Group  is  em  Oregon  nonprofit 
corporation  representing  purchasers  of  federal  timber  that  have 
more  them  500  employees  and  who  thus  are  ineligible  to  participate 
in  the  Small  Business  Timber  Sales  Set  Aside  Program.  PTPG 
presently  has  10  members.  There  was  a  time  when  it  had  more  than 
twice  that  mcuiy  members  emd  represented  virtually  all  of  the  large 
forest  product  manufacturers  in  the  United  States.  Most  of  the 
large  conqpamies  who  no  longer  are  members  of  PTPG  also  no  longer 
purchase  amy  significant  volumes  of  federal  timber.  The  reason 
they  no  longer  purchase  significant  volumes  of  federal  timber  is 
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because  they  are  prevented  from  doing  so  by  operation  of  the  Small 
Business  Timber  Sales  Set  Aside  Program.  On  maxiy  national  forests 
the  base  share  has  reached  such  a  high  percentage  of  offered  volume 
it  is  not  possible  for  a  large  business  mill  operator,  formerly 
dependent  upon  acquiring  a  significant  volume  of  national  forest 
timber  to  sustain  a  particular  mill,  to  keep  that  mill  in 
operation. 

Wood  processing  mills,  of  course,  cease  operation  for 

different  controlling  reasons.   One  major  controlling  reason  is 

lack  of  or  inability  to  acquire  a  requisite  log  volume  for  keeping 

the  mill  operating  efficiently  and  competitively,  timber  owned  at 

softie  distant  location  cannot  be  used  to  supply  a  mill  dependent 

upon  federal  timber  sources  when  the  source  is  substantially 

curtailed.    Such  curtailments  have  led  directly  to  permanent 

closures  of  the  affected  mills  or  to  sale  of  such  mills  to  small 

business  operators  who  can  utilize  the  Small  Business  Timber  Sales 

Set  Aside  umbrella  for  acquiring  all  or  a  significant  part  of  the 

needed  log  supply  to  operate  the  mill.  Admittedly,  mills  operated 

by  large  business  are  not  the  only  mills  which  have  been  forced  to 

close  by  the  con?)etition  for  available  timber.   It  should  be 

clearly  understood,  however,  that  mill  closures  have  not  been 

limited  to  mills  operated  by  small  businesses  and  that  many 

closures  of  mills  operated  by  large  business  have  been  directly 

caused  by  workings  of  the  Small  Business  Timber  Sales ,Set  Aside 

Program  over  the  last  25  years. 

Even  though  Public  Timber  Purchasers  Group  has  never  been 
aui  advocate  of  the  Small  Business  Timber  Sales  Set  Aside  Prograun, 

2 
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PTPG's  members  did  hcimmer  out  and  in  1989  signed  with  the  small 
business  sector  of  western  industry,  a  consensus  agreement.  By  the 
consensus  agreement  both  sides  agreed  to  stop  the  pulling  and 
hauling  which  had  been  going  on  for  20  years  over  the  size  and 
dimensions  of  the  Timber  Sales  Set  Aside  Progreun.  The  consensus 
agreement  developed  recommendations  to  the  Forest  Service  for 
resolution  of  some  of  the  most  serious  problems  which  had  vexed  the 
progroun  and  its  administration.  The  Forest  Service  subsequently 
revised  its  regulations  to  adopt  most  of  the  recommendations  which 
were  made  by  the  consensus  agreement. 

The  consensus  agreement  dealt  with  a  nvunber  of  aspects  of 
the  five  year  recomputation  of  base  shares.  It  was  agreed  that 
such  recomputation  should  continue,  that  this  should  be  based  on  a 
weighted  purchase  and  harvest  history  by  small  businesses  within 
each  operating  area,  usually  a  national  forest.  The  consensus 
agreement  imposed  limits  by  which  the  base  shares  could  be  changed 
from  one  five-year  period  to  another. 

The  consensus  agreement  also  dealt  with  how  deficits  euid 
surpluses  in  volumes  acquired  by  small  business  in  one  five-year 
period  should  be  carried  over  to  the  next  five-year  period.  A 
con^lex  formula  was  proposed  emd  subsequently  implemented. 

Finally,  the  consensus  agreement  prescribed  a  chemge  in 
procedure  for  how  much  volume  would  be  offered  as  set  aside  volume 
once  set  aside  sales  were  triggered  by  the  failure  of  the  small 
business  sector  to  acquire  at  least  its  base  share  in  a  six-month 
period.  A  copy  of  the  consensus  agreement  is  attached  to  my 
prepared  statement. 

3 
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In  view  of  the  contentious  history  which  has  marked  the 
Small  Business  Timber  Sales  Set  Aside  Program,  Public  Timber 
Purchasers  Group  strongly  advocates  that  no  changes  to  the  present 
prograun  be  considered  or  mandated.   The  Set  Aside  Program  in  its 
present  form  already  departs  greatly  from  allocations  of  timber 
sales  which  would  result  from  unfettered  working  of  the  free  market 
system.   Sales  of  federal  timber  should  not  be  further  shackled  by 
restrictions  or  prohibitions  on  purchase  of   federal  timber 
applicable  to  one  disfavored  group  and  the  employees  of  that  group. 
The  third  point  which  Pxiblic  Timber  Purchasers  Group 
would  make  is  that  no  one  lose  sight  of  the  underlying  causes  which 
generate  proposals  for  further  restrictive  allocations  of  the 
reduced  volumes  of  federal  timber  being  made  available  today.  The 
underlying  cause  is  that  national  forest  timber  sales  programs  in 
the  last  five  years  have  declined  to  where  they  are  only  about 
one- third  of  what  they  had  historically  been  for  the  preceding  20 
years.   National  forests  originally  were  created  to  provide  a 
perpetual  supply  of  timber  for  the  citizens  of  the  United  States. 
Of  the  105  million  acres  of  national  forest  lands  capable  of 
growing  trees  in  commercially  valuable  quantities,  over  20  million 
acres  have  been  set  aside  as  part  of  the  national  forest  wilderness 
system.   Much  of  that  wilderness  --  more  than  20  million  acres  -- 
sustain,  or  someday  will  sustain,  old  growth  forests. 

It  has  not  been  determined  how  much  of  the .  remaining 
80  million  acres  of  commercially  valuable  forest  lamd  in  the 
national  forests  are  to  be  set  aside  or  restricted  for  protection 
of  endangered  species,  particularly  the  spotted  owl.   Vlhat  is 
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certain,  however,  is  that  endangered  species  protection  will 
further  reduce  the  allowadsle  harvest  capadjilities  from  the  national 
forests.  Even  if  another  20  million  acres  were  to  be  put  off 
limits  to  timber  harvesting,  there  still  would  be  60  million  acres 
of  commercially  valuaOale  timberland  under  national  forest 
management.  If  those  60  million  acres  grow  a  very  modest  300  board 
feet  per  acre  per  year  in  perpetuity,  the  national  forests  could 
sustain  a  harvest  level  of  18  billion  board  feet  per  year.  The 
timber  sale  program  we  now  have  is  less  than  6  billion  board  feet 
per  year.  It  is  that  monumental  waste  of  a  valuable  natural 
resource  which  is  causing  the  mill  closures,  high  unen^loyment  in 
forest  communities  of  the  West,  aiid  which  is  causing  an  escalation 
in  lumber  and  plywood  prices,  which  mcilces  it  more  expensive  for 
young  fcunilies  to  acquire  homes  of  their  own.  Our  society  amd  the 
Congress  needs  to  step  back,  to  look  at  the  big  picture,  emd  then 
to  adopt  some  new  public  policy  which  addresses  the  root  cause  of 
the  Committee's  concern  here  today  rather  them  to  tinker  with 
existing  allocations  like  the  Small  Business  Timber  Sales  Set-Aside 
Program. 
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CONSENSUS  AGREEMENT 

July  31,  1989 


We  are  pleased  to  notify  you  that  following  several  months  of 
discussion  a  consensus  agreement  has  been  reached  between 
representatives  of  large  and  small  business  regarding  the 
operation  of  the  Small  Business  Timber  Set-Aside  Programs  in 
Regions  One  through  Six.   It  is  our  sincere  hope  that  this 
agreement  will  provide  the  environment  for  reduced  conflict  and 
increased  cooperation  in  addressing  concerns  over  operation  of 
these  programs. 

This  is  both  a  short  and  longer  term  agreement.   In  the  short 
term,  it  provides  suggestions  to  the  Forest  Service  in  finalizing 
their  draft  revision  of  their  current  regulations.   In  the  longer 
term,  it  provides  a  mechanism  for  industry  to  jointly  address 
concerns  over  the  operation  of  the  program. 

A  copy  of  the  agreement  is  attached.  If  you  have  any  questions 
regarding  its  content  or  operation,  please  feel  free  to  contact 
any  of  us. 

Sincerely, 


NORTH  WEST  TIMBER  ASSOCIATION      PUBLIC  TIMBER  PURCHASERS  GROUP 


Bob  Watson,  President  Allyn  Ford,  Chairman 


Dennis  Hayward,  Executive  VP  John  Gram,  President 


WESTERN  FOREST  INDUSTRIES  ASSOCIATION 


Dick  Gervais,  Chairman 


Joe  McCrackin,  President 
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OONSENSOS  ON  SHALL  BOSINESS  TIMBER  SET-ASIDE  PROGRAM 
JDLT  1989 

Representative  of  the  tiaber  indostrr  including  Public 
Tiaber  Purchasers  Group,   Nestem  Forest  Industries  Association 
and  North  West  Tiaber  Association  have  coapleted  a  process  to 
establish  agreement  on  the  basic  principals  for  the  operation  of 
federal  SBA  Tinber  prograas.  The  agreement,  outlined  beloM, 
rrf*^-^*^*   both  agreeaent  on  basic  elements  of  the  prograa  and  sets 
op  procedures  for  dealing  with  further  disagreeaents .   The  Boards 
of  Directors  of  each  of  the  above  organisations  have  approved  the 
agreesMnt  and  look  fomard  to  cooperative  efforts  to  resolve 
conflicts  related  to  the  furtherance  of  the  consensus. 


ELEMENTS  OF  CONSENSUS 

I.  That  the  parties  to  this  agreement  representing  small 
business  and  large  business,  agree  to  cease  any  administrative 
and  legislative  efforts  to  alter  the  basic  provisions  of  the 
federal  small  business  timber  set-aside  programs  for  at  least 
five  years. 

II.  The  parties  recognize  that  significant  confusion  and 
disagreement  will  continue  to  arise  over  the  intent  and 
application  of  portions  of  the  rules  and  regulations  regarding 
the  program.   Each  party  reserves  their  right  to  monitor  the 
administration  of  the  program  and  to  raise  issues  of 
interpretation  or  application  of  the  rules  at  a  local,  regional 
or  national  level. 

Parties  also  agree  to  maintain  a  committee  relationship  to  review 
and  seek  agreement  on  disputes  over  interpretation  and 
application,  or  potential  future  clarification  of  the  rules,  and 
to  use  such  structure  in  a  sincere  effort  to  reach  internal 
industry  agreement  before  raising  them  to  an  administrative  or 
political  level.   Four  items  have  been  identified  for  early 
possible  committee  discussion:  1)  Review  of  BLM  procedures  for 
recomputation  and  program  operations,  2)  the  Forest  Service 
procedures  for  measuring  harvest  history,  3)  dealing  with 
carryover  surplus  and  deficits  where  recomputed  share  is  limited 
and  4)  the  handling  of  carry  forward  deficits  or  surpluses  from  a 
previous  period. 

III.  The  parties  accept  the  Forest  Service  draft  proposal  for 
revision  of  the  procedures  for  the  operation  of  federal  SBA 
timber  programs  except  as  noted  in  IV  and  V  below.   The  following 
proposals  are  in  response  to  draft  proposed  changes  by  the  Forest 
Service  and  we  urge  that  they  be  promptly  published  in  the 
Federal  Register  as  a  "Notice  of  proposed  policy"  for  public 
comment  with  adjustments  to  incorporate  our  recommendations. 
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IV.   FOTORB  SHARE  RECOHPDTATIONS  -  The  parties  agree  that  "the 
rules  should  be  changed  to  provide  limits  on  share  change  upon 
recomputation  beginning  in  FY  1990  using  the  following  concept: 

The  Small  Business  Share  in  each  market  area  would 
continue  to  be  recomputed  each  £ive  years  based  on 
small  business  volume  weighted  purchase  and  harvest 
history,  with  a  new  share  established  (i.e.,  no 
requirement  that  share  must  change  at  least  5%)  subject 
to  the  following  limitations: 

A.  If  the  current  sh2ure  (share  in  place  during  the  period  prior 
to  the  recomputation)  is  equal  to,  or  less  than,  50  percent, 
changes  in  share  upon  any  recomputation  would  be  limited  to  10 
share  percentage  points. 

B.  If  the  current  share  is  greater  than  50  percent,  changes  in 
share  upon  recomputation  would  be  limited  to  10%  of  the  current 
share. 

PROVIDED  HOWEVER,  that  anytime  the  indicated  new  share,  based 
upon  purchase  and  harvest  history,  exceeds  10  share  percentage 
points  difference  from  the  current  share,  it  will  automatically 
trigger  a  review  by  the  Forest  Supervisor  and  SBA  as  described  in 
the  Forest  Service  draft  proposal  currently  under  consideration 
which  would  state: 

In  each  aiarket  area  where  the  purchase  and  harvest 
history  indicated  share  exceeds  the  current  share  by 
more  than  10  share  percentage  points,  the  Forest 
Supervisor  and  the  Small  Business  Administration 
representative  shall  analyze  the  structure  of  the 
timber  industry  in  the  market  area  and  determine  the 
applicability  of  the  limits.   If  the  analysis  indicates 
the  limit  should  not  apply,  the  Forest  Supervisor  shall 
establish  and  justify  an  appropriate  small  business 
share.   In  establishing  a  share  that  exceeds  the 
limits,  consider  the  capacity  of  the  firms  active  in 
the  market  area,  the  available  timber  supply,  the 
probable  effects  on  communities  where  manufacturing 
plants  are  located,  the  effects  of  carryover  timber 
volume  from  prior  periods,  and  other  factors  deemed 
significant  by  the  Forest  Supervisor.   Carryover  from 
the  prior  recomputation  that  causes  a  change  exceeding 
the  limits  would  normally  be  sufficient  reason  for 
exceeding  the  limit. 

Mote  that  the  parties  agree  these  procedures  and  limits  will  make 
the  share  more  sensitive  and  restricted  in  movement,  and 
therefore  a  new  share  should  always  be  computed  upon 
recomputatic«t  and  the  5%  limitation  removed. 
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Thus,  exhibit  1  of  the  Forest  Service  draft  proposal  covering 
carryover  of  deficit  and  surplus  volumes  will  need  to  be  modified 
per  the  attached  proposal.   Other  references  to  the  recomputed 
share  in  the  regulations  will  need  to  be  changed  to  reflect  the 
provisions  of  this  agreement. 

V.   SET  ASIDE  VOLOHES  NHEN  TRIGGER  OCCDRS  -  The  parties  agree  the 

rules  be  changed  to  provide: 

During  the  first  four  years  of  a  five  year  period 
following  recomputation,  when  ain  initial  trigger 
(program  is  triggered  in  a  period  following  a  period 
when  no  volume  was  set-aside)  occurs,  the  volume  set- 
aside  will  be  one  half  of  the  sum  of  the  deficit  and 
the  share  volume  subject  to  the  20%  open  sale 
requirement.   If  at  the  end  of  that  set-aside  period  a 
deficit  remains,  then  the  deficit  plus  the  full  share, 
subject  to  the  20%  open  sale  requirement,  will  be  set- 
aside  each  period  as  required  to  clear  the  deficit.   In 
the  fourth  year  of  a  five  year  period,  when  a  trigger 
occurs,  the  share  plus  full  deficit,  subject  to  the  20% 
requirement,  will  be  set-aside. 


EXHIBIT  1 
Handling  of  Carryover  Volumes  in  Recomputed  Shares 


1.  Increase  from     A.  .90  ratio  or  more     Drop  surplus  carryover, 
current  share.  Retain  1/2  deficit  surplus. 

B.  Less  than  .90  ratio   Retain  1/2  surplus  carryover. 
Drop  deficit  carryover. 

2.  Decrease  from     A.  .90  ratio  or  more     Retain  1/2  deficit  carryover, 
ctirrent  share.  Drop  surplus  carryover. 

B.  Less  than  .90  ratio   Drop  deficit  oarryover. 

Retain  1/2  surplus  carryover. 


114 


TESTIMOHY  OF  CHARLES  V.  JACKSON,  BUSINESS  &  ECONOMIC  DEVELOPMENT 

GENERAL  MANAGER  FOR 
THE  CONFEDERATED  TRIBES  OF  THE  WARM  SPRINGS  RESERVATION  OF  OREGON 

BEFORE  THE 

U.S.  HOUSE  OF  REPRESENTATIVES,  COMMITTEE  ON  SMALL  BUSINESS 

SUBCOMMITTEE  ON  REGULATION,  BUSINESS  OPPORTUNITIES 

AND  TECHNOLOGY 


DECEMBER  15,  1993 


Mr.  Chairman,  my  ncune  is  Charles  V.  Jackson  and  I  am  the  General 
Manager  for  the  Business  &  Economic  Development  Division  of  the 
Confederated  Tribes  of  the  Warm  Springs  Reservation  of  Oregon.  I 
also  serve  as  the  Board  Chairman  of  the  Oregon  Native  American 
Business  and  Entrepreneurial  Network  (ONABEN) .  With  me  today  is 
Mr.  Wes  Patterson,  President  of  ONABEN.  We  wish  to  first  thank  the 
Chairman  and  the  Sub-Committee  for  your  continuing  interest  and 
support,  ffe  are  here  to  provide  testimony  regarding  the  efforts  of 
Oregon's  Indian  tribes  to  diversify  their  economies  and  promote 
Indian  entrepreneurship  in  their  rural  communities.  While  our 
testimony  is  based  on  the  specific  economic  and  employment 
conditions  of  the  Confederated  Tribes  of  Warm  Springs  and  the 
experiences  of  the  participating  ONABEN  tribes,  it  should  be  noted 
that  the  conditions  outlined  are  representative  of  the  economic  and 
employment  environment  for  all  Indian  tribes  in  Oregon. 

Mr.  Chairman,  the  Confederated  Tribes  of  Warm  Springs  is  a 
Federally-recognized  Indian  Tribe  and  our  reservation  covers  almost 
1,000  square  miles  in  north  central  Oregon.  The  Tribal  government 
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and  enterprise  operations  employ  over  1,300  people  and  the  Tribe 
provides  a  wide  range  of  local  governmental  services  to  the 
reservation  community. 

Our  local  economy  is  characterized  by  its  dependence  on  the 
development  and  sale  of  Tribal  resources  including  Tribal  timber 
sales,  land  lease  income  and  other  natural  resource-based  revenues 
as  well  as  value-added  for-profit  Tribal  enterprise  activity.  Both 
the  Federal  government  and  the  Tribes  dominate  the  reservation 
economy  and  there  is  little  in  the  way  of  private  sector  economic 
activity  on  the  reservation. 

The  unemployment  rate  at  Warm  Springs  fluctuates  between  25%  during 
the  summer  work  season  and  40%  during  the  winter.  The  Tribe  cannot 
today  provide  sufficient  jobs  and  employment  opportunities  for  all 
reservation  residents,  and  our  membership  is  expanding  at  an 
increasing  rate.  He  know  that  we  must  diversify  our  economy  and 
that  we  must  begin  to  develop  private  sector  business  ownership 
among  our  members  to  meet  the  demand  for  jobs  and  business 
op  irtunities  now  and  in  the  futxire. 

The  Warm  Springs  Tribe  is  not  unique  in  this  situation.  There  are 
9  Federally-recognized  Indian  tribes  in  Oregon,  but  only  2, 
Umatilla  and  Warm  Springs,  have  significant  land  and  resource 
bases.  Several  tribes,  including  Grand  Ronde,  Siletz,  Umatilla  and 
Warm  Springs  harvest  and  market  their  timber  resources,  creating  a 
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revenue  stream  for  tribal  government  plus  job  and  business 
opportunities  for  their  community  residents. 

All  of  Oregon's  tribal  conaunities  have  high  unemployment  levels, 
ranging  from  20%  to  more  than  40%,  depending  on  seasonal 
fluctuations.  All  of  Oregon's  tribal  communities  suffer  from 
stagnant  or  declining  economic  and  employment  bases,  most  of  which 
are  dependent  on  a  diminishing  natural  resource  base.  For  example, 
the  Grand  Ronde,  Klamath  and  Siletz  tribal  communities  have  all 
been  impacted  by  the  slow  down  in  Federal  timber  harvest  levels  and 
the  resulting  market  disruptions.  Warm  Springs  Forest  Products 
Industries  permanently  closed  its  veneer  and  plywood  plant  on 
December  31,  1991,  resulting  in  the  loss  of  103  family-wage  jobs. 

Nationally,  fewer  than  1%  of  Native  Americans  are  private  business 
owners.  Based  on  the  most  recent  U.S.  Census  Bureau  data,  there 
were  approximately  30,000  Native  American  and  Alaska  Native  owned 
businesses  in  1987 .  No  Oregon  tribal  community  has  a  well 
developed  and  vibrant  private  sector.  That  same  Census  report 
found  only  330  Native  American  owned  businesses  in  Oregon  in  1987. 
These  businesses  employed  fewer  than  220  people  and  generated  an 
annual  payroll  of  $2,800,000.  Most  of  Oregon's  tribal  communities 
are  also  rural  and  relatively  isolated  from  urban  and  growing 
commercial  market  areas. 

In  1991  representatives  of  four  Oregon  Indian  tribes,  the  Grand 
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Ronde,  the  Klzunath,  the  Siletz  and  the  Ham  Springs  tribes,  met  to 
determine  how  to  resolve  common  problems  and  overcome  barriers  that 
impede  development  of  successful  private,  Indian-owned  and  managed 
small  businesses  in  their  respective  communities.  The  most 
fundamental  barrier  is  the  laok  of  business  experience  among  Native 
Americans.  Other  common  barriers  include  the  lack  of  a  network  of 
successful  role  models  to  provide  counseling  and  support, 
insufficient  access  to  equity  and  debt  capital  and  a  lack  of  on- 
site  technical  business  assistance  services  and  business  skills 
training. 

These  tribal  representatives  agreed  further  that  such  special  needs 
are  not  adequately  met  though  existing  public  or  private  resources, 
including  SBA,  MBDA  and  other  Federal  programs,  and  that 
alternative  measures  must  be  taken  to  meet  the  needs  of  prospective 
Indian  entrepreneurs. 

For  exeunple,  the  SBA's  Small  Business  Development  Center  Networks 
do  not  emphasize  business  start-ups,  provide  only  minimal 
counseling,  are  oriented  to  traditional  classroom  training,  are  not 
informed  of  the  unique  legal,  cultural  and  business  conditions  of 
many  Indian  communities  and,  as  a  result,  are  generally  not 
knowledgeable  regarding  how  to  best  serve  Indian  clients.  The 
SBA's  direct  loan  and  loan  guarantee  programs  ar6  rarely  accessed 
by  Indians  and  there  are  no  SBIC's  or  MESBIC's  serving  our  clients. 
SBA  funds  programs  to  provide  business  training  and  programs  to 
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provide  private  business  finemcing,  but  reurely  combines  these  two 
efforts. 

The  Commerce  Department's  Minority  Business  Development  Agency 
(MBDA)  funds  several  Indian  Business  Development  Centers  located  in 
regional  urban  areas  far  removed  from  rxiral  Indian  communities  and 
are  oriented  toweurds  increasing  Indian  participation  in  federal 
agency  procurement  business.  The  Interior  Department's  Bureau  of 
Indian  Affairs  (BIA)  funds  the  Indian  Business  Development  Grant 
program  to  serve  both  Indian  tribes  as  well  as  individual  Indian 
business  owners.  However,  most  BIA  resoxirces  are  allocated  towards 
tribal  enterprise  projects. 

The  Housing  and  Urban  Development  Agency's  (HUD)  CDBG  program,  the 
Economic  Development  Administration  (EDA)  programs,  the  Rural 
Development  Agency's  (RDA)  FmHA  progreuns,  the  Health  and  Human 
Services  Department's  Administration  for  Native  American  (ANA) 
progreims  and  most  other  federal  and  State  programs  are  designed  to 
help  Indian  tribal  governments  and  tribally-owned  enterprise,  not 
the  individual  Indian  entrepreneur. 

In  June,  1991,  the  Oregon  Native  American  Business  and 
Entrepreneurial  Network  (ONABEN)  was  established  for  the  purpose  of 
developing  successful  private  business  ownership  among  Oregon's 
Native  American  population.  ONABEN  is  a  non-profit,  public  benefit 
corporation  chartered  under  the  laws  of  Oregon  for  the  purpose  of 
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providing  technical  business  assistance  and  business  skills 
training  and  counseling  to  Native  Americans  living  on  or  near 
Oregon  reservations.  ONABEN's  primary  function  is  to  establish  a 
business  counseling  and  training  network  of  small  business 
development  centers  located  within  Oregon  Indian  communities.  The 
network  assists  Native  American  business  owners  and  entrepreneurs 
to  improve  their  business  skills,  increase  access  to  business 
capital  and  provide  access  to  current  business  information.  The 
ultimate  goal  of  ONABEN  is  to  strengthen  Oregon's  tribal  economies 
and  to  build  ways  to  make  private  enterprise  work  for  Indians  in 
their  communities. 

In  October,  1991,  ONABEN  initiated  the  "Indian  Small  Business 
Greenhouse"  program  at  three  locations:  Grand  Ronde,  Warm  Springs 
and  Klamath.  This  "Greenhouse"  program  is  a  series  of  14  weekly 
classroom  training  workshops  of  three  hours  each  covering  small 
business  fundamentals.  In  addition,  each  participant  receives  at 
least  1  hour  of  one-on-one  counseling  every  two  weeks  from  an 
experienced  business  counselor.  The  participants  learn  how  to 
formulate  a  business  idea,  research  markets,  write  a  business  plan 
and  develop  business  and  financial  management  skills  required  for 
a  successful  business  start-up.  The  goal  of  the  4  month  program  is 
to  have  prospective  Native  American  business  owners  develop  a 
viable  business  plan  by  the  end  of  the  class.  By  the  end  of  June, 
1992,  over  50  Indians  received  business  skills  training  and 
counseling  through  the  "Greenhouse"  program,  with  15  new  business 
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staurt-ups . 

In  August  of  1992,  ONABEN  formed  a  partnership  with  the  Northwest 
Indian  College  (NWIC) ,  which  is  based  on  the  Lununi  Indian 
Reservation  near  Bellingham,  Washington.  This  partnership  was 
initially  formed  because  prospective  Indian  business  owners 
participating  in  ONABEN 's  training  programs  expressed  interest  in 
receiving  college  credit  for  their  work.  Through  this  partnership, 
business  students  have  been  able  to  receive  college  credits  for 
their  training  which  can,  if  they  choose,  count  toward  a  two-year 
business  degree. 

In  October,  1992,  ONABEN  was  awarded  an  8BA  7(j)  Technical 
Assistance  grant  in  the  amount  of  $150,000.  During  the  next  9 
months  119  Native  American  clients  and  potential  business  owners 
received  3,978  hours  of  classroom  instruction  in  developing  a 
business  plan.  In  addition,  ONABEN  counselors  provided  1,326  hours 
of  specialized,  one-on-one  counseling. 

To  date,  as  a  result  of  ONABEN' s  programs,  24  new  businesses  have 
been  formed  throughout  the  State  of  Oregon.  This  amounts  to  an 
increase  of  almost  10%  in  the  number  of  Native  American  owned 
businesses  In  Oregon.  In  Grand  Ronde,  14  new  businesses  employing 
20  individuals  were  started,  with  an  additional  12  businesses  in 
the  formulation  or  capital  acquisition  stage.  There  were  10  new 
business  staurt-ups  in  Harm  Springs,  employing  16  people.   The 
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Siletz  tribal  community  saw  2  business  expansions,  employing  7 
people,  with  an  additional  4  potential  businesses  seeking  start-up 
funding.   Klamath  has  1  new  business  seeking  start-up  funding. 

The  following  are  representative  success  stories  from  OHABEN's 
participating  tribal  ooaaiinities : 

Mr.  and  Mrs.  Duke  and  Linda  Olson  were  unemployed  in  1991  when 
they  enrolled  in  the  ONABEN  Greenhouse  Program.  Mrs.  Olson, 
a  Grand  Ronde  Tribal  member,  and  her  husband  have  since  formed 
Eagle  Feather  Construction,  Inc. ,  a  residential  construction 
company.  They  currently  employ  2  full  time  and  2  part  time 
people . 

Mr.  Amos  Switzler,  a  Warm  Springs  Tribal  member,  lost  his  job 
as  a  green  chain  supervisor  when  the  Veneer  and  Plywood  Plant 
closed  at  Harm  Springs  in  December,  1991.  With  ONABEN 's  help 
his  new  trucking  business.  Warm  Springs  Wood  Products, 
contracts  to  haul  wood  chips  and  other  wood  by-products.  His 
start-up  business  employs  2  people. 

Ms.  Emily  Doss,  a  Siletz  Tribal  member,  is  president  of 
Pacific  Native  American  Tower  Communications,  Inc.  An  ONABEN 
client,  her  business  is  located  in  Salem  and  provides  a  range 
of  cellular  communications  services  for  the  telecommunications 
industry.   Her  company  currently  e]^>loy8  6  people  full  time. 
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Mr.  Ed  Case,  a  Klamath  Tribal  member,  has  purchased  a  small 
ranch  with  a  Klamath  member  as  a  partner. 

ONABEM's  initial  success  has  fostered  an  increasing  demand  from 
Oregon's  tribal  communities  for  business  start-up  assistance. 
Since  September,  1993  we  have  been  working  with  SBA  Administrator 
Bowles,  his  Washington,  D.C.  staff  and  the  SBA  District  Office  to 
expand  OMABEN's  technical  business  training  and  counseling  services 
throughout  Oregon  by  establishing  a  network  of  Indian  Small 
Business  Centers.  The  objectives  of  these  proposed  centers  are  as. 
follows: 

-  Support  the  development  and  successful  operation,  of 
private  Indian-owned  businesses  in  Indian  communities; 

-  Provide  business  management  instruction  and  counseling 
specific  to  successful  Indian  ownership  and  operation  of 
small  business; 

Provide  coordination  and  support  for  business  financing 
proposals  including  SBA,  BIA  and  other  Federal  loan 
programs  as  well  as  private  capital  sources; 

-  Provide  a  vehicle  for  the  development  and  delivery  of 
business  training  and  local  one-on-one  business 
counseling; 
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Provide  an  opportunity  for  Indian  clients  to  acquire  a 
two  year  degree  from  the  NWIC; 

Provide  services  to  Indian  clients  in  Indian  communities. 

These  business  training  and  counseling  progrems  will  be  enhanced 
with  the  addition  of  a  comprehensive,  year  long  new  business 
management  workshop  series.  We  are  also  working  with  8BA  staff  to 
add  a  lending  component  to  OHABEN's  services  by  utilizing  SBA's  new 
MicroLoan  program.  To  accomplish  this  ambitious  agenda,  we  have 
proposed  to  the  SBA  a  multi-year  phase-in  budget  plan  that  requires 
$3  00,000  during  the  first  year  plus  initial  capitalization  of  a 
MicroLoan  program  in  the  amount  of  $200,000. 

However,  statutory,  policy  and  regulatory  changes  may  be  needed  in 
order  for  OMABEN  to  take  full  advantage  of  existing  Federal 
programs  to  promote  rural,  minority  entrepreneurship. 
Specifically,  stable  and  long-term  funding  is  a  key  element  for  any 
successful  program.  ONABEN's  training  and  counseling  program 
closely  parallels  the  SBDC  programs  and  provides  services  to  a 
market  niche  not  previously  served.  Yet,  while  our  demand  is 
increasing,  ONABEN's  current  7(j)  funding  source  is  short  term  and 
not  a  reliable  source  from  year  to  year.  Barriers  to  long-term 
funding  for  ONABEH  through  the  SBDC  program  include  the  SBDC 
population  based  funding  formula,  the  State  funding  caps  or  limits 
and  the  fact  that  the  Oregon  SBDC  Network  is  currently  funded  at 
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communities  in  Oregon,  Washington  and  Ideiho.  The  request  advocated 
a  3-5  year  pilot  project  funded  through  the  SBA's  Title  7  (J) 
Technical  Assistance  Program  at  a  minimum  level  of  $1  million  per 
year.  The  NWIC  would  coordinate  with  participating  Tribes  and 
develop  a  distributed  network  of  business  assistance  centers  in  the 
Indian  communities  throughout  the  northwest.  During  the  pilot 
project  term,  the  SBA  would  monitor  and  evaluate  the  demonstration 
project  and  assess  its  potential  for  replication  throughout  Indian 
country. 

We  also  wish  to  draw  your  attention  to  a  special  1992  report 
entitled  Minority  Business  in  Rural  America,  wherein  the  Minority 
Business  Development  Administration  made  the  -  following 
recommendations,  among  others,  regarding  the  Federal  Government's 
role  in  promoting  minority  enterprise: 

1.  Coordinate  the  activities  of  all  its  components  that 
promote  minority  economic  and  business  development  to 
review  and  expand  their  services  to  rural/non- 
metropolitan  areas; 

2.  Create  partnerships  among  federal,  state  and  local 
governments  and  the  private  sector,  with  a  central  role 
for  the  latter,  to  coordinate  efforts  in  fostering  rural 
minority  business  development; 
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3.  Encourage  flexibility  in  the  government's  rural  minority 
policies  and  programs  to  accommodate  differing  local 
needs  as  determined  by  carefully  designed  assessments  of 
local  minority  business  strengths  and  weaknesses; 

4.  Promote  the  formulation  and  application  of  innovative 
policies  and  progriuns  for  rural  minority  enterprise 
development  and  undertake  efforts  to  replicate  proven 
successes  throughout  the  partnership  network. 

The  participating  ONABEN  tribes  believe  that  one  of  the  most 
fundjunental  roles  of  government  at  every  level  is  to  facilitate  and 
support  economic  growth  and  diversification.  ONABEN  and  its 
participating  Indian  tribes  are  seeking  to  establish  a  partnership 
with  the  Federal  Government  to  develop  Indian  private  sector 
economies.  This  Federal  and  tribal  partnership  is  consistent  with 
President  Clinton's  policy  emphasis  on  developing  the  economy  by 
stimulating  small  business  growth.  Through  this  innovative 
partnership,  individual  Native  American  entrepreneur ship  will 
create  permanent  jobs  and  business  opportunities  as  well  as 
diversify  tribal  economies  away  from  public  and  Tribal  support.  A 
successful  business  contributes  to  the  economy  and  tax  base,  and 
many  of  these  newly  created  jobs  be  filled  by  previously  unemployed 
Indians. 

Based  on  the  expressed  demand  for  these  business  assistance 
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the  cap  or  ■wglMim  level.  ONABEN  does  not  wish  to  divert  funds 
from  Oregon's  other  successful  SBDC  programs. 

Flexibility  is  needed  to  ensure  that  innovative  programs  like  SBA's 
MicroLoan  prograa  can  be  adapted  to  the  unique  circumstances  faced 
by  Indian  tribal  governments  and  their  members.  For  instance, 
under  current  policy  guidelines,  an  SEA  microlender  is  authorized 
to  operate  in  a  specific  and  exclusive  geographic  area.  Another 
microlender  cannot  serve  that  same  geographic  area.  Because  the 
demand  for  business  start-up  capital  is  so  great  and  the  amount 
available  through  the  SBA  program  is  so  small,  strict  adherence  to 
this  policy  will  almost  surely  result  in  a  very  limited  dispersal 
of  loans  and  services  to  an  area  immediately  surrounding  the 
microlender ' s  headquarters . 

SBA's  MicroLoan  program  is  very  promising,  but  we  haven't  seen  much 
interest  from  the  private  sector  in  Oregon,  including  the  banking 
community.  Perhaps  they  fear,  as  do  we,  that  a  microlender  will 
probably  not  be  able  to  recover  operating  costs  for  this  program  as 
currently  designed.  For  example.  Cascade  West  Financial  Services, 
Oregon's  first  microlender,  anticipates  having  to  absorb  a  5-year 
operating  loss  in  excess  of  $30,000.  Needless  to  say,  that  is  not 
an  attractive  prospect  for  a  private  lending  institution,  for 
profit  or  not. 

The  SBA  does  not  expect  traditional  banks  to  apply  as  microlenders 
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or  to  mzOce  "non-traditional"  business  loans  to  finance  more  risky 
micro-business  start-ups.  The  financial  intermediaries  that  have 
experience  in  making  and  collecting  "non-traditional"  business 
loans  are  much  smaller  than  banks  and  will  have  difficulty  in 
absorbing  the  overhead  and  operating  costs  of  this  operation  while 
repaying  the  initial  capitalization  loan  to  the  SBA.  As  an 
incentive  for  smaller,  "non-traditional"  lender  participation  in 
the  program,  consideration  should  be  given  to  waivering  the 
interest  costs  of  the  initial  capitalization  loan  from  the  SBA,  or 
even  to  providing  a  50%  loan  and  50%  grant  capitalization  formula. 

Greater  inter-agency  coordination  and  flexibility  is  needed  at  the 
Federal  level  to  combine  funding  levels  for  similar  programs  to 
enhance  the  chance  of  success  in  the  field.  For  example,  the  MBDA 
has  pledged  $200,000  per  year  for  3  years  to  fund  an  Indian 
Business  Development  Center  for  the  Pacific  Northwest  region, 
including  Oregon,  Washington  and  Idaho.  At  this  funding  level,  the 
K3DA  program  is  not  viable  and  will  not  provide  practical,  on-site 
assistance  within  most  rural,  northwest  Indian  communities. 
However,  if  the  MBDA  were  to  join  forces  with  the  SBA,  as  we  have 
advocated  recently,  a  truly  effective  small  business  assistance 
program  could  be  provided  throughout  the  Northwest. 

In  May,  1993,  ONABEN  and  the  NWIC  testified  before  U.S.  House  and 
Si  ;e  Appropriations  Committ-as  and  proposed  to  develop  a  system 
of  Indian  Business  Development  Centers  throughout  the  rural  Indian 
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services  in  Oregon  emd  other  northwest  Indian  communities,  we  are 
convinced  that  there  are  hundreds  of  potential  entrepreneurs  living 
and  working  in  Oregon,  Washington  and  Idaho's  43  Tribal  and  rural 
Indian  communities  who  are  anxious  for  a  realistic  chance  to  become 
successful  small  business  owners.  The  documented  success  of  the 
ONABEN  model  and  the  NWIC  partnership  indicate  that  similar 
positive  results  can  be  achieved  in  other  states  utilizing  the  same 
model.  The  long  term  benefits  of  these  efforts  will  be  the 
creation  of  hundreds  of  Indian-owned  small  businesses,  establishing 
an  Indian  private  sector  as  well  as  expanding  and  diversifying  the 
base  economies  of  the  Indian  tribes  throughout  the  Horthwest.  The 
training  programs,  one-on-one  counseling  and  mentor  programs  will 
impart  the  necessary  business  "tools"  and  help  instill  the  self- 
confidence  that  will  medce  Indian  entrepreneurs  competitive  in 
world-wide  business  markets. 


15 


129 

The  Pacific  Rivers  Council 

formerly  The  Oregon  Rrv'ERs  CouNcrt 
P  O.  Box  309  •  Eugene,  Oregon  97440 
(503)  3-45-01 19  •  Fax  (503)  345-0710 

TESTIMONY  BEFORE  THE  U.S.  HOOSE  OF  REPRESENTATIVES 

COMMITTEE  ON  SMALL  BUSINESS 

SOBCOMMITTEE  ON  REGOLATION,  BUSINESS  OPPORTUNITIES  AND  TECHNOLOGY 

Dr.  Ellen  Bishop,  Director,  Communities  and  Rivers  Progriuii, 

Pacific  Rivers  Council 

December  15,  1993 

The  Pacific  Rivers  Council  (PRO) :  PRO  is  a  region  and  national 
organization  devoted  to  the  restoration  of  the  ecological  health  and 
sustainable  human  use  of  aquatic  ecosystems.  We  have  a  staff  of  15 
with  offices  in  Oregon  and  Washington  D.C.  Our  51  member 
organizations  and  over  2000  individual  members  are  spread  throughout 
the  Northwest,  and  we  have  a  growing  national  membership. 

PRO  has  three  program  focuses:  a)  developing  scientifically  sound 
public  policies  for  the  protection  and  restoration  of  watershed 
(aquatic)  ecosystems  nationwide;  b)  creating  and  testing  new 
on-the-ground  ecosystem-based  watershed  restoration  tools  and 
procedures;  and  3)  developing  new  economic  tools  and  incentives  to 
assist  local  communities  to  restore  watershed  ecosystems  in  a  manner 
that  also  helps  sustain  the  communities. 

The  Need  For  a  New  Approach  to  Link  Watershed  Conservation  and 
Community  Development; 

Throughout  the  Northwest,  many  of  the  traditional  rural  economic 
mainstays  -  including  agriculture,  ranching  and  timber  -  and  the 
watersheds  and  ecological  processes  that  support  them  are  in  steep 
decline.  The  industries  and  jobs  associated  with  healthy  aquatic 
ecosystems,  including  commercial  and  recreational  fishing,  are  in 
serious  trouble.  Today,  we  have  neither  sustainable  rural  economies 
nor  sustainable  ecosystems.  Rural  jobs  and  quality  of  life  are  being 
lost  equally  with  the  loss  of  soil,  air,  water  and  fisheries. 

Indeed,  the  traditional  agriculture,  timber  and  ranching  practices 
have  helped  precipitate  the  decline  of  ecosystems.  This  is 
particularly  true  for  aquatic  ecosystems,  where  traditional 
agricultural  timber  and  ranching  practices  have  degraded  and 
polluted  streams,  lowered  the  water  tables,  created  mass  erosion  and 
eliminated  critical  habitat  for  fish  and  terrestrial  species.  Rural 
economies  and  rural  ecosystems  are  approaching  crisis. 

All  levels  of  government  have  failed  to  stem  the  problem.  This 
failure  has  many  dimensions.  Traditional  government  policies 
concerning  aquatic  ecosystem  management  are  based  on  fatally  flawed 
scientific  and  management  assumptions.   For  example,  the  federal 
lands  have  been  poorly  managed.   Almost  all  watersheds  on  the 
west-coast  originate  on  federal  forest  lands,  then  flow  downstream 
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specialists  nationwide,  a  new  strategy  emerged  which  was  first 
released  as  a  report  to  Congress  and  which  is  now  described  in  the 
book  Entering  the  Watershed,  by  Island  Press. 

PRC's  new  approach  has  three  interconnected  components: 

A.  The  process  begins  with  the  comprehensive  protection  of  the 
remaining  relatively  healthier  headwaters  and  biotic  refuges  {called 
key  watersheds)  and  riparian  areas  throughout  an  entire  riverine 
ecosystem.  This  differs  considerably  from  the  traditional  protection 
strategies  that  generally  focus  just  on  discrete  river  segments  with 
little  sense  of  their  relationship  and  importance  to  the  entire 
watershed . 

B.  Following  the  protective  step,  restoration  focuses  initially 
on  securing  the  key  watersheds  by  preventing  further  degradation  to 
occur  primarily  by  reducing  or  eliminating  the  problems  caused  by 
forest  roads,  and  then  on  expanding  the  healthier  areas  and  on 
improving  management  between  them  through  riparian  and  floodplain 
restoration,  thus  eventually  linking  them.  PRC  advocates  that 
specific  restoration  treatments  focus  on  recreating  natural  stream 
ecosystem  functions  so  that  the  stream  can  self-repair.  This  differs 
considerably  from  the  traditional  (and  failed)  restoration 
strategies  that  focus  on  single  (game)  fish  species  and  specific 
in-stream  fish  habitat  projects,  or  which  target  the  most  polluted 
or  degraded  river  segments,  with  little  sense  of  the  needs  of  the 
entire  watershed,  and  with  little  long  term  economic  incentive  built 
in  to  maintain  that  segment. 

C.  Finally,  PRC  advocates  that  local  communities  must  be 
involved  in  the  entire  process  by  connecting  the  protection  and 
restoration  steps  to  the  creation  of  jobs  and  new  economic 
opportunities  that  may  help  sustain  and  restore  the  watershed  and 
local  communities.  An  aquatic  ecosystem  cannot  be  conserved  by 
simply  drawing  a  protective  line  around  it  like  a  wilderness  area. 
These  highly  complex  systems  flow  through  lands  used  for 
agricultural  and  timber  production  and  by  municipalities. 
Consequently,  no  natter  what  policies  exist  they  will  fail  without 
the  support  of  local  communities  and  citizens.   Local  communities 
must  be  actively  engaged  in  any  effort  to  restore  watersheds  and 
economically  sensitive  restoration  practices  and  programs  must  be  an 
integral  component  of  the  restoration  program.  PRC  believes  there 
are  three  primary  economic  targets;  1)  local  jobs  in  new  restoration 
technologies;  2)  appropriate  riverine  related  community 
revitalization  projects;  and,  3)  ecologically  supportable  economic 
conversions  such  as  changes  to  less  water  and  energy  Intensive 
agricultural  crops,  and  ecologically  compatible  production  within 
sensitive  aquatic  ecosystem  areas. 

We  believe  that  this  strategy  is  needed,  and  is  applicable 
nationwide. 
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Problems  and  Needs  On  Federal  Lands; 

The  federal  agencies  are  just  beginning  to  craft  an  implementation 
program  for  the  west-side  forest  plan  and  the  associated  community 
development  components.  It  is  early  in  the  process,  and  it  is 
perhaps  unfair  to  offer  criticisms  of  the  process  at  this  point. 
However,  we  do  have  some  observations  and  recommendations: 

1.  Restoration  funding  is  tied  to  federal  fiscal  year  calender 
constraints.  Restoration  work  using  heavy  equipment  for  erosion 

Prevention,  road  upgrading  and  obliteration  can  only  be  performed 
rom  about  May  through  October  in  many  places.  The  federal  fiscal 
year  is  a  real  burden  to  efficient  restoration  work.  There  are 
periods  where  it  may  not  be  literally  possible  to  contract  or  expend 
funds  because  of  the  rules  on  year-end  expenditures  and  the 
inability  to  carry  funds  over  from  one  fiscal  year  to  the  next. 
Creative  and  innovative  contracting  and  administration  is  required 
to  address  this. 

Some  federal  agencies  have  rules  limiting  the  percentage  of  total 
annual  expenditures  which  may  be  made  during  the  fourth  quarter, 
which  is  when  most  of  the  restoration  field  work  is  done.  This  leads 
again  to  the  problem  of  the  inability  to  carry-over  funding  from  one 
fiscal  year  to  the  next  even  for  a  single  project.  If  contracting 
gets  behind  for  a  project,  it  is  important  to  carry  over  funding 
until  a  dedicated  funding  source  can  be  used  for  its  intended 
purpose  rather  than  turned  back  to  the  US  treasury. 

2.  Restoration  may  be  driven  by  the  budgetary  needs  of  each  forest 
and  district,  rather  than  ecosystem  needs.  There  is  no  clear 
integration  of  budgetary  authorities  and  responsibility  and 
watershed  boundaries.  To  utilize  funds  and  restore  ecosystems 
effectively,  federal  land  managers  must  have  their  budgetary 
responsibilities  and  their  ecological  responsibilities  squarely 
aligned,  but  they  are  not.  This  creates  a  fragmented  and  confusing 
process. 

3.  There  is  no  permanent  funding  mechanism.  The  annual  congressional 
appropriations  process  is  not  in  keeping  with  what  the  ecosystems  or 
communities  needed.  Restoration  will  require  5  to  50  years  and 
stable  long  term  funds  must  be  provided  over  the  loncf  term  to 
accomplish  restoration  goals.  At  the  same  time,  few  m  rural, 
communities  are  able  to  support  existing  businesses  or  create  new 
businesses  associated  with  restoration  given  the  lack  of  stable  long 
term  funding.  This  condition  maximizes  unpredictability.  Why  would 
anyone  want  to  develop  a  restoration  business  under  these 
circumstances.  The  unpredictable  nature  of  rural  economies  may  have 
been  made  worse  and  not  better  for  the  short  term. 

It  is  important  to  remember  that  billions  of  dollars  are  now  made 
and  thousand  of  people  are  employed  in  environmental  clean  up 
efforts  nationwide.  The  companies  involved  with  these  endeavors  grew 
out  of  a  change  in  government  policy  from  resource  pollution  and 
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6.  The  federal  bond  requirements  are  too  high  for  snail  equipment 
operators  and  contractors.  Small  firms  are  hurting  and  find  it 
difficult  if  not  impossibly  expensive  to  secure  bonding  for  this 
type  of  work.  Bonds  may  be  waived  for  some  projects  ana  firms,  but 
if  a  firm  provides  a  low  bid  yet  questions  exist  about  their  ability 
to  perform  the  work,  bonds  may  be  needed.  Almost  without  exception, 
the  low  bids  will  get  the  jobs.   In  general,  the  contracting  and 
bonding  process  must  be  reformed  to  allow  small  local  companies  to 
quickly  and  effectively  bid  for  restoration  contracts, 

7.  Few  qualified  contractors  exist,  and  restoration  training 
programs  are  desperately  needed  for  contractors  and  workers.  Few 

contractors  have  developed  effective  skills  in  road,  riparian  and 
in-stream  restoration.  Having  general  heavy  equipment  skills  is  not 
sufficient.  Unskilled  operators  can  do  more  harm  than  good  when 
trying  to  treat  forest  roads  and  restore  degraded  riparian  areas 
etc.  Lists  of  the  contractors  that  have  a  track  record  of 
successfully  developing  these  skills  should  be  complied,  and  job 
announcements  should  be  sent  to  them.  Good  contractors  should  be 
rewarded (  s  they  are  worth  their  weight  in  gold.   Watershed 
restoration  training  programs  should  be  established  with  some  type 
of  certification  process  to  establish  that  a  contractor  has  the 
skills  to  preform  the  work.  The  JTPA  programs  could  be  one  avenue 
for  this  work,  but  they  have  hesitated  given  the  lack  of  long  term 
funding  and  jobs  commitments.  PRC  is  considering  offering  our  own 
training  program. 

8.  Federal  agencies  may  want  to  use  restoration  funds  to  support 
existing  personnel  rather  than  to  hire  local  workers.  The  federal 
agencies  are  downsizing  and  they  will  attempt  to  retain  staff 
through  the  use  of  the  restoration  funds.  Clear  policy  statements 
are  needed  to  avoid  this. 

9.  There  is  no  clear  long  term  regionwide  restoration  strategy. 
Without  this  local  workers  and  businesses  cannot  plan.  The  apparent 
strategy  as  of  this  date  is  to  identify  and  focus  on  a  few  pilot 
project  key  watersheds  per  forest  in  1994.  The  highest  priority 
watersheds  regionwide  have  not  been  identified  or  tarqeted.  There  is 
no  policy  yet  to  determine  how  future  funds  will  be  allocated  to  the 
remaining  key  watersheds,  or  to  other  ecosystem  needs  regionwide.  If 
a  watershed  is  not  taraeted  in  1994,  will  it  get  restoration  funds 
in  1995?  Are  funds  being  allocated  to  the  most  Imperiled  watersheds 
first? 

The  federal  agencies  have  numerous  potential  restoration  projects 
sitting  on  their  shelves.  Few  of  these  were  developed  within  the 
context  of  ecosystem  based  watershed  restoration  strategies.  None 
are  based  on  watershed  analysis,  as  this  has  not  been  done  yet 
regionwide.  Funding  and  implementing  most  of  these  projects  may  do 
more  ecological  damage  than  aood,  and  will  certainly  waste  a  good 
deal  of  money.  A  scientifically  and  technically  sound  screening 
process  must  be  established  to  approve  those  projects  that  may  be 
already  sitting  in  the  pipeline. 
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all  stages  of  the  projects  may  be  the  single  most  important  tool  to 
develop  an  ecologically  sound  and  cost  effective  restoration 
strategy.  No  matter  how  competent  the  agency  staff  are  that  may  plan 
a  project,  field  review  by  similarly  trained  outside  expertise  is 
vital  to  ensure  effective  programs.  Members  of  the  monitoring  team 
should  be  involved  with  the  peer  review  as  well.  Again,  we  have  yet 
to  see  this  evolve  from  the  federal  agencies. 

13.  Lack  of  professional  staff  with  appropriate  scientific  and 
technical  training  and  field  experience  to  plan  and  implement 
effective  restoration  programs.  Restoration  science  is  new  and  few 
are  trained  or  have  experience  in  this  field.  For  example,  few  have 
training  in  erosion  and  sediment  control.   Comprehensive,  intensive 
education  and  training  programs  are  needed  for  federal  agency  staff 
to  provide  a  sufficient  work  force  to  help  the  restoration  programs 
succeed. 

14.  Insufficient  communication  and  reporting  of  results  and  methods. 
To  facilitate  the  communication  of  ideas,  findings  and  techniques  as 
they  evolve  over  time,  a  mechanism  must  be  established  to  report  on 
each  programs  findings.  It  is  important  to  report  successes  and 
failures  and  practical  suggestions  on  how  to  improve  restoration 
work,  cost  effectiveness  etc.  The  format  cannot  be  so  onerous  that 
no  one  does  it,  yet  a  vehicle  must  be  established  to  transmits 
information  effectively.  A  communication  program  must  be  developed 
regionwide. 

Progress  and  Problems  on  the  Non-Federal  (Private)  Lands; 

"Good  science,  good  laws,  good  economics  and  good  communities  come 
together  in  the  idea  of  sustainability. "  Charles  Wilkinson 

No  matter  what  the  final  outcome  of  President  Clinton's  proposed 
west-side  forest  plan,  one  thing  is  certain:  rural  communities 
throughout  the  Pacific  Northwest  are  in  the  midst  of  rapid 
transition.  Rural  communities  regionwide  have  historically  exhibited 
persistent  patterns  of  poverty  and  distress  that  are  only  likely  to 
increase  as  the  conventional,  resource  extraction  industries  yield 
even  smaller  returns  to  local  workers  and  households.  This 
transition  is  occurring  not  just  in  timber,  but  in  agriculture  and 
ranching  as  well.  It  cannot  and  will  not  be  stopped. 

While  the  federal  government  can  use  its  regulatory  will  to  more 
swiftly  adopt  the  new  watershed  restoration  approach  on  federal 
lands,  this  is  not  the  case  for  non-federal  lands.  Top-down 
regulation  alone  has  not,  and  will  not,  successfully  led  to  the 
maintenance  or  restoration  of  aquatic  ecosystems  in  these  vital 
areas.  Yet,  the  groping  towards  watershed  restoration  may  be  even 
more  widespread  if  diffused  on  the  non-federal  lands  coast-wide. 
Multitudes  of  community-based  watershed  and  fisheries  conservation 
efforts  have  sprouted  in  Washington,  Oregon,  California  and  Idaho  in 
recent  years.  Many  others  will  soon  begin  in  response  to  future 
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and  new  ways  of  operating  that  can  produce  profits  while  protecting 
watershed  values.   PRC  is  working  with  these  local  farmers,  building 
from  their  experiences  and  knowledge,  to  broaden  their 
opportunities . 

Sustainable  agricultural  projects  now  in  experimental  stages  include 
growing  wild  rice  in  flood-prone  areas,  growing  native  plants  for 
seed,  and  growing  legumes  which  need  less  irrigation  and  add 
nitrogen  to  the  soil.   Native  Cottonwood,  Poplars,  and  other 
fast-growing  species  which  produce  fiber  and  riparian  shading  along 
the  mainstem  Grande  Ronde  also  are  being  investigated  (this  aids 
water  temperature  control  and  provides  stream  structure  and  cover 
for  fish  and  terrestrial  species) .  All  of  these  may  provide  a 
greater  return  for  the  farmer  and  prove  helpful  to  restoring  the 
degraded  Grande  Ronde  river. 

Wild  rice  production  is  one  of  the  more  promising  projects  in  the 
Grande  Ronde  area  being  studied,   wild  rice  thrives  in  flooded 
wetlands,  like  those  which  flood  seasonally  along  the  Grande  Ronde 
River.   An  annual  crop,  wild  rice  can  be  seeded  using  low-tech 
methods  in  flooded  areas  where  dikes  currently  contain  the  river  at 
great  costs  in  maintenance  and  river  ecosystem  health. 

The  comparatively  high  value  of  wild  rice  can  convert  lowlands  from 
under-valued  farms  that  produce  a  poor  crop  of  wheat  or  hay  to 
high-value  land  producing  a  crop  with  significant  economic  benefits. 
Gross  production  for  hay  is  estimated  at  about  $300/acre,  while  wild 
rice  generates  as  much  as  $1200/acre.   A  farmer  near  Brownsville, 
Oregon  in  the  Willamette  Valley,  for  instance,  now  has  thirty-three 
acres  of  wild  rice  in  production  and  uses  floodwaters  from  a  local 
creek  as  his  sole  water  source.   Last  year  he  netted  about  $500/acre 
from  his  rice  fields,  which  is  twice  what  he  earned  from  grass  seed 
on  the  same  land. 

Several  farmers  are  now  cultivating  wild  rice  test  plots,  each  less 
than  one  acre  in  size.   The  Northwest  Power  Planning  Council 
provided  the  seed  to  these  farmers,  who  are  respected  and 
well-established  producers  in  the  Grande  Ronde  Valley. 

While  this  year's  crop  has  produced  mixed  results,  with  poor  yields 
due  to  the  high  pH  content  of  the  water  and  soils  in  some  areas,  a 
network  that  includes  growers,  a  wild  rice  marketing  firm  and  PRC 
are  experimenting  with  different  varieties  and  locations  to  identify 
where  wild  rice  production  will  prosper  in  the  valley.   These  trial 
plantings  are  testing  the  viability  of  wild  rice  as  a  crop  before 
more  extensive  areas  are  planted.   Before  wild  rice  can  become  a 
proven  crop,  areas  with  suitable  pH,  soil  nutrients  and  persistent 
spring  floodwaters  must  be  identified  and  tested. 

Rice  growers  and  the  Oregon  State  University  are  also  contributing 
to  the  ultimate  success  of  this  crop  by  developing  seed  that  can  be 
dried  and  stored  for  several  years,  then  planted  and  broadcasted 
during  heavy  snow  packs  and  high  spring  floods. 
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Luckily,  after  observing  some  of  our  work,  local  staff  from  some 
federal  agencies  recently  contacted  PRC  for  help  in  restructuring 
their  programs  to  institute  these  new  programs.  For  example,  upon 
viewing  our  effort  to  establish  an  "eco-niche"  agricultural  crop 
conversion  process  in  the  Grande  Ronde  watershed,  staff  from  the 
USDA  Soil  Conservation  Service  asked  to  be  involved  to  see  if  they 
could  begin  to  do  similar  things.  This  interest  led  us  to  analyze 
the  potential  for  broad  based  agency  reform. 

After  an  extensive  year  long  analysis,  PRC  has  identified  a  number 
of  federal  agencies  (especially  the  Soil  Conservation  Service  and 
ASCS)  that  could,  with  relatively  minor  changes  to  their  legislative 
and/or  administrative  authorities,  begin  to  adopt  the  new  paradigm. 
We  found  over  $2  billion  appropriated  to  these  agencies,  a 
considerable  sum  that  would  go  a  long  way  towards  helping  to  restore 
aquatic  ecosystems  and  move  rural  communities  towards  sustainable 
development.  At  present  most  of  this  money  is  being  utilized  to 
support  programs  and  activities  that  degrade  rather  than  support 
aquatic  ecosystems.  Many  of  the  programs  serve  to  undermine,  rather 
than  support,  local  bottom-up  community  driven  initiatives.  Most 
foster  timber,  agriculture  and  ranching  practices  that  are  not 
sustainable  and  hence  serve  to  further  undermine  rural  economies. 
Widespread  agency  reform  and  budget  reprogramming  is  needed  to 
utilize  the  funds  more  effectively  and  help  the  agencies  move  into 
leadership  roles  in  sustainable  development. 

Barriers  to  Effective  Community-Based  Restoration  and  Development; 

Given  our  experience  in  our  Communities  and  Rivers  Program,  and  with 
the  Oregon  State  CERT  process,  the  following  comments  are  offered 
regarding  the  barriers  that  rural  communities  face  in  instituting 
effective  restoration  and  sustainable  development  programs: 

1.  Few  rural  communities  have  any  type  of  strategic  plans  for  their 
long  term  development.  They  need  a  strategic  plan  befpre  applying 
for  grants  or  loans  for  specific  projects.  Without  this,  projects 
that  are  pursued  may  hinder  long  term  efforts  to  develop  livable 
communities  and  sustainable  environments.  Further,  many  rural 
communities  view  ecosystem  restoration  and  sustainable  development 
as  threats  to  future  economic  development,  rather  than 
opportunities.  Misinformation,  fear  and  lack  of  information  on 
viable  alternatives  are  the  primary  problems. 

2 .  Most  small  rural  communities  do  not  have  the  expertise  or  staff 
available  to  identify  and  apply  for  grants  or  loans  for  appropriate 
projects.  The  application  processes  for  grants  and  loans  are 
complicated  and  time  consuming  and  few  communities  have  staff 
capable  of  writing  grants  and  determining  appropriate  projects. 

3.  Few  rural  communities  have  the  technical  staff  or  resources 
needed  to  plan,  develop  and  supervise  the  implementation  of 
appropriate  projects.  EDA  has  proposed  to  offer  some  funds  for 
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f)  Enhance  interdisciplinary  science  and  education,  especially 
in  rural  schoold  and  agriculture  programs,  to  improve  understanding 
of,  and  to  make  information  available  on  natural  systems,  their 
functions  and  interrelationships. 

g)  Adjust  the  use  of  natural  resources  and  the  ability  of 
environmental  and  economic  systems  to  reflect  carrying  capacity. 

h)   Ensure  population  stabilization  through  access  to  education, 
health  care,  and  family  planning  services. 

i)   Improve  governance  through  coordinated  efforts  that  (1)  link 
agencies,  departments,  and  central  government  with  local  government, 
(2)  incorporate  project  appraisal  techniques  that  include 
environmental  and  social  costs  and  benefits,  and  (3)  involve 
citizens  in  decision  making. 

j)   Promote  values  and  ethics  that  reflect  sustainable 
development:  the  interdependence  of  the  environment  and  the  economy, 
the  importance  of  fairness  and  equity  for  long-term  prosperity,  and 
the  need  for  cooperation  and  community. 

(From  State  Level  Sustainable  Development,  a  report  written  by 
Patricia  Scruggs,  May  1993.) 

7.  Goveriiment  Loan  and  Grant  Programs  Lack  Environmental  Criteria. 
In  the  rush  to  latch  on  to  any  project  that  can  maintain  local 
economies,  all  sorts  of  projects  are  now  being  pursued.  PRC  has 
found  few  if  any  government  loan  or  grant  program  that  include  a 
screening  process  to  determine  a  projects  potential  impact  on  the 
environment.  Hence,  immediate  economic  needs  may  once  again  be 

?  laced  in  front  of  the  long  term  needs  of  ecosystems  and  communitv 
ivability.  The  Pacific  Rivers  Council  offers  the  following  examples 
of  environmental  externalities  that  could  be  considered  as  criteria 
for  obtaining  federal  economic  and  community  development  grants  and 
loans . 

A.  Categories  of  Environmental  Externalities 

Underlying  the  categories  of  externalities  are  the  important 
distinctions  between  a  project,  its  initial  impacts  on  the 
environment,  and  its  ultimate  impacts  on  goods  and  services  of  value 
to  society.  It  is  these  ultimate  impacts  that  are  of  concern  when 
one  attempts  to  measure  the  economic  value  of  a  project's 
environmental  externalities.  For  example,  when  evaluating  a  sewer 
system's  externalities  one  would  look  not  to  the  system  itself  or  to 
its  emissions,  per  se,  but  to  the  impacts  on  human  health,  water 
quality,  visibility,  the  productivity  of  the  aquatic  system  and 
other  goods  and  services  that  are  affected  by  of  the  effluent. 

1.   Agricultural  Crops,  Timber,  and  Livestock 

There  exists  a  lengthy  record  examining  the  relationships 
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5.  Global  Climate  Change 

Much  of  the  focus  has  been  on  the  effects  on  the  global  climate 
of  carbon-dioxide  emissions  from  combustion  generators  and  on  the 
broad  range  of  the  estimates  of  the  potential  environmental  and 
economic  impacts  that  might  accompany  climatic  changes.   Numerous 
institutions,  in  the  U.S.  and  elsewhere,  are  sponsoring  research  on 
this  issue,  and  many  are  optimistic  that  information  about  the 
science  and  economics  of  the  potential  impacts,  as  well  as  about  the 
opportunities  for  mitigating  them,  will  evolve  rapidly.   In  general, 
there  exists  considerable  uncertainty  about  how  to  interpret  broad 
estimates  of  the  value  society  ascribes  to  the  consequences  of 
global  climate  changes,  such  as  the  estimates  derived  from  studies 
that  ask  respondents  to  indicate  the  value  they  place  on  global 
warming.   There  is  more  agreement  about  how  to  interpret 
narrowly-focused  research  regarding  specific  anticipated  impacts  of 
global  climate  change,  such  as  a  localized  change  in  rainfall  or 
wintertime  temperatures.  These  issues  should  be  considered  when 
funding  infrastructure  projects. 

6.  Land  Use 

Land-use  and  facility-siting  planners  have  long  recognized  that 
generation  and  transmission  facilities,  sewer  expansions,  road 
construction,  etc.,  can  influence  the  value  of  nearby  property  and 
alter  patterns  of  surrounding  land  uses.   To  some  extent,  these 
impacts  are  manifestations  of  other  categories  of  the  project  on 
"visual  esthetics  and/or  human  mortality  and  morbidity.   In  some 
instances,  though,  the  total  impact  may  be  greater  than  the  sum  of 
the  impacts  in  the  other  categories. 

7.  Materials 

There  exists  considerable  research  on  the  impacts  of  corrosive 

?ollutants  that  alter  the  appearance  and  reduce  the  effective 
ifetime  of  building  materials,  auto  bodies,  and  other  materials, 
and  on  particulates  and  other  pollutants  that  soil  windows  and  other 
surfaces. 

8.  Recreation 

There  has  been  extensive  research  regardincf  the  value  the  public 
ascribes  to  changes  in  recreational  opportunities  and  additional 
research  is  likely.  In  general,  these  values  can  vary  widely  from 
one  recreational  context  to  another,  making  it  difficult  to  develop 
precise,  generic  values  that  can  be  used  in  project  planning. 

9.  Regional   Economic   Structure 

This  category  of  potential  environmental  externalities  means 
that  many  regional  economists  and  policy  makers  have  concluded  that 
the  region's  quality  of  life,  especially  its  natural-resource 
amenities,  exerts  a  strong  influence  over  the  evolution  of  its 
economy.  To  the  extent  that  projects  influence  a  state's  or  region's 
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Testimony  of  HoodNet 

Pr«««nt*d  to  the  Bouse  Contmittee  on  Small  Business 

Subcommittee  on  Regulation,  Business  Opportunities,  4  Technology 

December  15,  1993 


Mr.  Chairman  and  Members  of  the  Committee,  WoodNet  is  pleased  to 
have  been  granted  this  opportunity  to  testify  before  you  today  as 
part  of  your  study  of  federal  progreuns  to  assist  community  and 
eoonomic  development  efforts  for  timber  industry  dependent  towns  in 
the  Paci fin  Northwest. 

Introductory  Comments 

Thanks  to  others'  expert  testimony  and  reports  describing  the 
nature,  extent  and  causes  of  the  current  crisis,  the  economic  and 
social  problems  facing  timber  towns  in  the  Pacific  Northwest  are 
already  well  known  to  the  members  of  this  Committee.  As  a  result, 
I  will  not  reiterate  those  matters  here.  Suffice  it  to  say  that 
Washington's  Olympic  Peninsula  (the  geographical  territory  served 
by  WoodNet)  is  one  of  the  most  severely  impacted  regions  in  the 
Northwest,  and  therefore  deserving  of  this  Committee's  attention 
and  assistance. 

As  WoodNet 's  executive  director,  I  am  here  to  tell  you  about  our 
uiganization's  efforts  to  address  some  of  these  problems.  However, 
I  must  preface  my  testimony  with  the  following  reminders:  First, 
WoodNet  is  not  the  answer.  It  is  merely  one  of  many  strategies 
being  implemented  to  address  the  crisis.  Second,  even  if  WoodNet 
is  part^  of  the  answer,  at  present  it  is  not  a  very  big  part.  And 
third,  although  WoodNet '•  model  is  transferable,  it  may  not  be  an 
appropriate  strategy  for  all  impacted  communities. 

Nevertheless,  WoodNet 's  experiences  may  prove  useful  to  other 
communities  facing  similar  difficulties.  WoodNet 's  modest 
successes  to  date,  if  aggressively  supported  and  advanced,  may 
eventually  rank  among  the  most  substantial  and  meaningful 
strategies  -in  our  region's  long  term  economic  recovery.  The 
support  of  this  Committee  and  others  like  it  will  ensure  that  such 
strategies  reach  their  full  potential  to  effect  positive  ch«mge. 

peaueeted  Specific  Testimony 

Your  invitation  to  testify  requested  discussion  of  the  following 
five  points t 

1.    NoodMet's  history,  the  services  it  provides,  and  Its  plans  for 
th«  future. 
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BISTORT 

First  establiahed  in  Match,  1991,  through  a  three-year  grant' from 
the  Northwest  Area  Foundation,  HoodNet,  a  member-driven 
organization,  incorporated  in  1992  as  a  Washington  non  profit 
corporation.  As  one  of  five  experimental  flexible  manufacturing 
networks  funded  by  the  Northwest  Area  Foundation,  HoodNet  has  grown 
from  little  more  than  a  concept  into  an  organization  of  over  300 
Olympic  Peninsula  wood  products  manufacturers.  While  the  idea  of 
such  flexible  manufacturing  networks  has  become  popular  recently  in 
Northern  Italy  and  in  Scandinavia,  the  notion  of  cooperative, 
small-scale  manufacturing  reaches  back  to  the  Middle  Ages  and  the 
medieval  guilds. 

Following  the  Italian  and  Scandinavian  models,  Woodnet  works  to 
link  Olympic  Peninsula  wood  products  manufacturers  into  networks  of 
firms  that  enable  small,  independent  companies  to  collaborate 
whenever  appropriate  in  order  to  solve  common  problems  or  to  take 
advantage  of  common  opportunities.  Additionally,  woodNet  assists 
its  members,  whether  acting  alone  or  in  groups,  In  producing  high 
quality,  valued  added  wood  products  for  niche  markets. 

Networks  help  small  manufacturers  take  advantage  of  economies  of 
scale  traditionally  available  only  Lu  large  fixma.  For  example, 
networked  manufacturers  can  engage  in  joint  purchasing  or  shared 
professional  and  other  services,  thereby  reducing  costs.  They  can 
also  combine  their  product  lines  or  share  trade  show  booth  space, 
Lheteby  enhancing  their  marketing  strengths.  Networks  of 
manufacturers  can  also  gain  access  to  larger  markets  by  jointly 
undertaking  the  manufacture  of  products  no  single  small  firm  could 
supply  (due,  for  instance,  to  the  large  size  of  the  order  or  due  to 
the  broad  range  of  equipment  and  processes  required  to  fill  it). 

Networks  take  many  forms,  including  vertical  or  horizontal,  formal 
or  informal,  and  long  term  relationships  or  single  projects. 
Whatever  form  they  take,  WoodNet  exists  to  facilitate  their 
creation  and  continued  growth.  Even  though  WoodNet  encourages 
collaboration,  it  also  recommends  that  members  maintain  their 
separate  identities  and  product  lines. 

In  addition  to  the  aforementioned  funding  from  the  Northwest  Area 
Foundation,  WoodNet  has  received  and/or  now  receives  funding  from 
the  following:  the  Clallam  County  Economic  Development  Council 
($5K),  Washington's  Department  of  Community  Development  ($14K  and 
$42K),  Washington's  Department  of  Trade  &  Economic  Development 
($2SK),  the  US  Forest  Service  ($10K,  $100K  and  $100K),  the  federal 
Economic  Development  Administration  ($248K),  Seafirst  Bank  ($25K), 
ITT  Rayonier  Foundation  ($2.5K),  and  WoodNet  members  (in  event- 
related  and  project-related  cases,  and  in  membership  dues 
commencing  in  January,  1994).  The  bulk  of  this  additional  funding 
is  spent  on  specific  projects. 


/'  / 
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SBRVXCB8 

Operating  with  a  staff  of  four^  HM  provides  a  varlsty  of  sarvleea 
to  its  members,  including,  but  not  limited  to  the  following! 
networking  and  network  focmation/supportf  meeting  facilitation^ 
business  skills  training,  market  research,  product  development, 
business  planning,  marketing  planning,  financial  planning,  loan 
packaging,  materials  sourcing,  trade  show  production,  catalog 
production,  business  referrals,  and  project-related  fundraising. 

PUUIS  FOR  TRB  FUTURE 

Tn  addition  to  the  continuation  of  the  kinds  of  projects  and 
services  mentioned  above,  HoodNet  is  currently  engaged  in  and/or 
planning  the  following  four  substantial  undertakings! 

Trip  to  Russia  (late  Spring,  1994) 

A  delegation  of  up  to  six  WoodNet  members  will  travel  to 
Russia  to  tour  timbered  land,  lumber  mills  and  transportation 
facilities.  Upon  their  return,  the  delegation  will  make 
presentations  to  other  WoodNet  members,  reporting  on  their 
findings  and  making  recommendations.  The  trip  will  be 
partially  subsidized  through  funds  collected  by  WoodNet. 

Manufacturing  Technology  Center  (1994  and  beyond) 

A  $248,000  grant  from  the  federal  Economic  Development 
Administration  will  fund  a  study  of  the  feasibility  of 
curisLrucliiig,  equipping  and  staffing  a  value-added  wood 
products  production  and  training  facility  on  the  Olympic 
Peninsula.  If  feasibility  is  determined  and  if  construction 
funds  are  then  made  available,  the  user-managed  facility  will 
afford  users  the  opportunity  to  train  themselves  and  their 
employees  in  business  management,  product  development, 
marketing,  computer  aided  design/manufacturing,  CMC  equipment 
operation,  and  other  skills  and  technologies  necessary  to 
propel  then  into  the  highest  levels  of  modern,  high  value 
added  wood  products  manufacturing. 

Mini  Trade  Show  (late  Spring,  1994) 

Under  WoodNet 's  coordination,  20  to  30  WoodNet  sierabers  whose 
firms  manufacture  a  variety  of  products  for  the  building 
industry  will  hold  a  mini  trade  show.  The  show  will  be  held 
on  an  evening  in  a  convention  facility  in  Seattle. 
Approximately  60  domestic  and  international  building  products 
distributors,  retailers,  architects,  builders,  and  others  will 
be  targeted  to  attend  this  invitation-only  event.  During  the 
early  evening,  invitees  will  be  provided  with  dinner  and 
presentations  infonning  them  of  the  building  products 
available  from  the  Olympic  Peninsula.  Following  dinner,  all 
parties  will  be  escorted  into  the  exhibition  hall  to  view  the 
displays  end  to  begin  forming  business  relationships  with 
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•xhibitor*.  To  date,  funding  for  this  event  Is  being  provided 
by  the  exhibitors,  Seafiret  Bank,  HoodNet,  and  Haehlngton'* 
Export  Aaeistance   Center. 

Regional  Wood  Product*   Showcaae    (1999) 

(<rhile  the  mini  trade  ahow  mentioned  above  deal*  only  with  « 
limited  number  of  WoodNet'a  building  products  manufacturers, 
plane  ace  being  formulated  for  a  much  larger  event  intended  to 
showcaso  all  the  products  made  by  all  HoodNet  members.  Much 
more  regional  in  nature,  it  is  expected  that  this  cvdnt  will 
be  held  over  several  days  at  an  appropriate  location  somewhere 
on  the  Olympic  Peninsula.  Current  plans  call  for  the  event  to 
be  modelled  after  the  annual  Agricultural  Showcase  held  in 
Yakima,  Waahington.  A  modest  amount  of  seed  funding  haa 
already  been  committed  by   Seafirst  BanK« 

Undoubtedly,  additional  opportunities  for  HoodNet  to  serve  its 
members  will   present    themselves. 

2.  A  description  of  HoodNet 's  membership,  their  geograpbical 
distribution,  the  coDBuoities  in  which  they  do  business,  and 
figures   on  Jobs   they  provide. 

MEKBER   DESCRIPTXOV 

WoodNet's  official  roster  of  members  located  on  the  Peninsula 
currently  exceeds  300  wood  products  manufacturing  persons/firms. 
Additionally,  over  100  wood  products  manufacturers  outside 
WoodNet's  official  territorial  boundary  receive  the  benefit  of 
certain   limited   servicee. 

WoodNet's  members  exhibit  a  rather  broad  range  of  chai^oteristics. 
All  official  members  must  engage  in  some  portion  of  their  wood 
products  businesses  on  the  Peninsula.  Beyond  this  one  common 
characteristic,  however,  similarities  begin  to  fade.  For  instance, 
member  firms  range  f torn  start-ups  to  companies  doing  business  since 
1909.  Member  firms  are  comprised  of  one-person  operations  running 
as  home-based  businesses  up  to  firms  with  40  employees  running 
three  shifts  in  relatively  expensive  industrial  facilitiee. 
Profitability  of  various  member   firms  also  varies  greatly. 

Perhaps  the  moat  dramatic  differences  between  members \appear  in 
their    respective  product    litiee.      A  partial   list   includeet 

Construction  Products 

\ 

log  homos  pole  buildings  cabinets  fencingX 

decking  siding  entry  doors  windows  \ 

gable  vents  shakes  &    shingles        shims  poete   «  beams 

2   X   4a,    etc.        trusaea  venta  grading   stakes 

lattice  lath  arbors  etaire  i  rails 
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trellla 
arbors 


Garden  Products 

planter  boxes  garden   stakes     raised  plant  beds 

flower   baskets  garden    sheds         outdoor  fumitux« 


Arts   &  Crafts 


fine  sculpture  chainsaw  carvings 


ornaments 
board  games 


ohai  r« 
benches 
clocks 
clip  boards 


collectibles 
building  blocks 


boxes 

bird  houses 

toys 


Bone  Furnishings 


tables 
shelves 
lamps 
desk  pads 


beds 
stools 
book  ends 
desks 


Kitchen  Ware 


cutting  boards  knife  blocks        pot  racks 
spice  racks     trays  napkin  rings 


boats 
oars 


spars 

poles 


Marine  Products 
planks 


jewelry 
whirligigs 
musical  Inst. 


pencil  holders 
folding  tables 
card  holders 
knick  knacks 


utensils 
candle  holders 


masts 


canoes/kayaks   piers/docks 

Products  Manufactured  at  Mills 

Everything  from  rough,  green  cants  to  edge-  and  end-glued  panels 

GKOORAPHZCiUi  DISTRIBUTION 

WoodNet's  members  are  located  throughout  the  four  counties  of  the 
Olympic  Peninsula.  An  approximate  breakdown  by  county  is  as 
follows: 


Clallam  County:  126 

Grays  Harbor  County:      106 


Jefferson  County:   65 
Mason  County:        75 


COKKUNZTIES  IN  HBICH  THBT  DO  BUSINESS 

Although  WoodNet  members  can  be  found  in  every  corner  of  the 
Peninsula,  most  members'  businesses  are  located  in  and  around  the 
following  communities:  Port  Angeles,  Sequim,  Forks,  Port  Townsend, 
Chimacum,  Quilcene,  shelton,  Mccleary,  Montesano,  Blma,  Aberdeen, 
and  Hoquiam. 

While  many  members  sell  their  products  exclusively  in  the  Puget 
Sound  region,  some  serve  national  and  international  markets. 


143 


rxouRsa  on  jobs  thet  rnovioB 

WoodNat  doe»  not  track  or  record  job  creation  or  r*tention  data 
about  its  membara.  However,  there  !•  subatantlAl  anecdotal 
evidonce  that  HoodNet'a  work  playa  a  meaningful  part  in  its 
membera'  aucceaa  in  retaining  and  creating  •nployment  on  tha 
Olympic  Peninsula. 

3.  A  genaral  daaoription  of  the  problems  (reaourca-ralatad, 
capiial-ralated,  etc.)  facing  HoodNet'a  aettbera  and  tha 
comnuDitiea  WoodNet  aervea. 

RESOURCE'RELATBO 

Dromatic  reductions  in  traditional  timber  harvest  levels  have  moat 
seriously  affected  those  WoodNet  members  engaged  in  primary 
manufacturing  sectors  (eg.,  cants,  dimension  lunger,  shakes).  In 
these  cases,  lack  of  affordable  access,  and  in  some  cases  any 
access  whatever,  to  raw  materials  has  resulted  in  severe  reductions 
-in  operations,  if  not  outright  closures.  For  WoodNet 'a  secondary 
manufacturers,  uecuring  adequate  supplies  of  raw  materials  has  not 
presented  serious  problems,  although  the  cost  of  raw  materials  has 
increased  markedly.  As  part  of  the  effort  to  ameliorate  the  raw 
material  supply  problems,  WoodNet  has  even  explored  the  possibility 
of  overseas  sources.  Of  course,  joint  purchasing  for  groups  of 
members  is  always  promoted. 

One  of  the  goals  of  the  Manufacturing  Technology  Center  feasibility 
study  mentioned  above  is  to  devise  a  strategy  for  creating  a 
secondary  manufacturing  industry  that  would  be  commensurate  with 
sustainable  timbei.  harvest  levels.  The  study  will  also  consider 
the  use  and  availability  of  alternate  sources  of  raw  materials  such 
as  recycled  and  reconstituted  woods. 

An  integral  part  of  the  resource-related  problem  is  tha 
undertrained  human  resource.  Once  again,  the  Manufacturing 
Technology  Center  study  will  address  the  opportunities  to  train 
employeee  in  the  higher  skills  required  in  computerized  secondary 
manufacturing.  Additionally,  connections  to  Community  and 
Technical  Colleges  will  assist  in  preparing  students  for  their 
futures  in  high  value  added  wood  products  manufacturing.  Follow-on 
training  for  business  owners  and  their  existing  employees  will  also 
be  available. 

CAPXTAI.-RBIJiTBD 

A  commonly  expressed  concern  of  WoodNet  members  is  the  difficulty 
in  convincing  lenders  to  consider  new  loans  to  their  wood  products 
businesses.  This  is  especially  true  for  those  members  involved  in 
primary  manufacturing.  Additionally,  faced  with  an  uncertain 
timber  harvest  for  the  future,  some  members  are  reluctant  to 
undertake  new  debt  even  if  their  bankers  are  willing  to  loan. 

Many  members  also  express  dismay  over  the  difficulty  in  securing 
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very  small  loans  {an  low  as  $9^000) •  High  Interest  rates  and 
unrealistic  collateral  requirements  also  pose  problems.  A 
reluctance  on  the  part  o£  lending  institutions  to  loan  to  start-ups 
and  to  firms  with  credit  problems  caused  by  the  recent  downturn  in 
the  industry  raise  additional  obstacles  for  some  members. 

MARRETINO-REIATED 

The  concern  raised  most  often  by  HoodNet's  secondary  manufacturers 
la  the  need  for  assistance  in  marketing.  Although  members 
recognize  the  need  for  aggressive  marketing,  especially  during  a 
period  of  slow  economic  growth,  roost  possess  few  in-house  marketing 
skills  and  must  therefore  rely  on  others  (middle-men)  to  market 
their  products.  To  the  extent  it  can,  WoodNet  provides  its  meinbers 
with  marketing  and  training  opportunities.  Much  more  is  needed. 
Once  again,  the  Manufacturing  Technology  Center  may  prove  useful  in 
delivering  additional  marketing  and  training  services. 

TBCHNOLOOT-RIIJVTBD 

For  WoodNet '3  membership,  the  Olympic  Peninsula  is  bereft  of 
computer  controlled  design  and  processing  equipment.  Moreover, 
many  members  are  unaware  even  of  the  existence  of  such  aids. 
Electronically  available  information  and  hands-on  access  to 
computerized  manufacturing  equipment  is  critical  to  the  future 
survival  of  WoodNet '3  meinbers.  The  Manufacturing  Technology  Center 
affords  the  greatest  hope  for  providing  these  opportunities. 

4.  An  overview  of  the  variety  of  redevelopaeat  options  and 
opportunities  NoodNet  members  ar«  considering,  including  a 
discussion  indicating  the  degree  to  which  bobs  wood  product 
mills  which  otherwise  might  close  or  drastioAlly  curtail 
operations  could  be  positively  effected  by  re-tooling  for 
secondary  processing. 

At  present,  the  two  most  significant  redevelopment  opportunities 
are: 

*  Forks'  Industrial  Park  -  construction  of  dry  kilns,  finger 
joint,  planing  and  other  equipment  available  on  a  contract 
basis. 

*  HoodNet's  Manufacturing  Technology  Center  -  see  discussion 
above . 

without  the  information,  training,  and  access  to  equipment  that 
these  two  endeavors  will  provide,  most  primary  and  many  secondary 
manufacturers  in  WoodNet 's  family  of  companies  will  find  entry  into 
high  value  added  manufacturing  barred.  For  WoodNet 's  small  fixina, 
shared  use  facilities  will  be  the  only  way  to  access  new 
technologies.  However,  once  they  are  given  access  to  these 
technologies  and  have  developed  their  value  added  markets,  it  is 
anticipated  that  members  will  then  seek  and  obtain  the  necessary 
financing  to  acquire  the  equipment  for  themselves.    Securing 
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necescary  financing  le  hoped  to  be  made  easier  since  loan  propoeala 
will  be  based  upon  actual  results  experienced  in  shar«»d  use 
facilities,  rather  than  theoretical  projections. 

9.    A   history  of  the  small  busioess  activities  generated  by,  or 
supported  through  NoodNot. 

Forks  Industrial  Park  -  see  discussion  above. 

Manufacturing  Technology  Center  -  see  discussion  above. 

Joint  participation  in  trade  shows  (local,  regional,  national, 
international  -  KONP  Rome  Show,  Grays  Harbor  Home  Show,  Western 
Building  Materials  Association  Trade  Show,  Paclfio  Logging 
Cunfereuce  Shuwcaue,  Kuba  Japan  International  Borne  Fair,  Fuzhou 
China  North  American  Building  and  Construction  Trade  Show,  Mini 
Trade  Show,  HoodNet  Showcase) . 

Trninina  ncnninnn  Mathe  turnina.  veneers,  pricina  DroductVr 
conducting  market  research,  exporting,  wholesaling  vs.  retailing, 
effective  trade  show  participation,  Department  of  Natural  Resources 
specialty  timber  sales,  importing  Russian  timber,  and  many  more). 

nnn  rrinn  iniinnlnn  mlllni  tiniirn  nf  nlinrn'  mlllni  mi  Yiiili  li 
,...  , ,_ ,  ...  . I 1.  I      .1 

Department  of  Trade  and  Economic  Development,  ITT  Rayonier 
Foundation,  participants,  and  HoodNet;  8,500  copies  distributed  to 
wholesale  buyers  nationwide) . 

Presentations  to  communities  and  economic  development  professionals 
in  collaboration  with  the  University  of  Washington's  Northwest 
Policy  Center,  Washington's  Departments  of  Community  Development 
and  Trade  ft  Economic  Development,  and  the  US  Forest  Service; 
Numerous  locations  throughout  Washington,  Alaska,  Idaho,  and 
Montana . 

A  joint  demonstration  project  between  WoodNet  and  the  Washington 
State  Export  Assistance  Center  under  which  WoodNet  members  whose 
products  are  ready  for  export  receive  individualized  assistance. 

Collaboration  with  the  Cascadia  Revolving  Loan  Fund  in  a  progran  to 
help  WoodNet  members  access  private  financing. 

A  Directory  of  WoodNet  members  currently  being  produced  identifying 
all  members  and  describing  their  facilities,  equipment, 
capabilities,  and  product  lines. 

Recommendations  to  the  Committee 

As  the  Committee  considers  possible  lending  and  econonlo  assistance 
pzoqzomm,      WoodNet  encourages  Coonittes  aenbecs  to  k««p  th« 
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following  in  mind: 

*  Funding  must  be  made  available  for  appropriate  research  and 
development  activities. 

*  Many  borrowers'  existing  collateral  ie  either  already  pledged 
and/or  obsolete  due  to  recent  changes  in  the  industry* 

*  Many  excellent  credit  records  have  been  severely  damaged  due 
to  recent  adverse  economic  conditions  (weak  markets ^ 
reductions  in  harvests  due  to  the  spotted  owl,  etc>)> 

*  Many  borrowers  need  loans  lower  than  the  minimums  offered  by 
commercial  banks. 

*  Low  interest  rates  and  deferred  payments  would  encourage 
investment  into  new  technologies. 

*  Flexibility  must  be  built  into  all  programs. 

*  A  preference  might  be  given  to  borrowers  who  seek  to  invest  in 
high  value  added  wood  products  manufacturing  (as  opposed  to 
those  who  seek  to  diversify  into  other  non-wood  or  non- 
manufacturing  industries). 

*  A  direct  connection  to  WoodNet's  Manufacturing  Technology 
Center  may  be  a  viable  demonstration  project. 

Conclusion 

WoodNet  is  encouraged  by  this  Committees'  attention  to  the 
suitability,  direction  and  funding  of  federal  programs  aimed  at 
assisting  existing  and  planned  local,  state  and  federal  economic 
development  programs.  The  Committees'  interest  in  the  development 
of  suitable  lending  programs  to  encourage  re-tooling  to  promote 
secondary  manufacturing  and  in  the  reformulation  of  the  federal 
small  business  economic  assistance  programs  to  encourage  small, 
rural  entrepreneurship  is  especially  heartening. 

Both  goals  are  critical  components  of  the  overall  effort  to  assist 
the  Northwest's  timber  towns  in  their  work  to  strengthen  their 
damaged  economies.  If  these  efforts  are  wisely  conceived  and 
implemented,  and  if  they  permit  sufficient  flexibility  to 
accommodate  unforeseen  impediments,  emerging  opportunities,  and  new 
ideas,  then  the  likelihood  of  success  will  be  enhanced. 

WoodNet  and  its  members  look  to  you  for  support.  If  you  agree  with 
us  that  most  of  the  work  we  have  done  has  succeeded,  then  support 
our  efforts  to  continue  this  work,  and  the  efforts  of  other 
communities  to  duplicate  it.  If  you  agree  with  us  that  our  current 
projects  have  merit  and  seem  likely  to  succeed,  then  support  our 
efforts  to  advance  these  projects  and  to  share  our  knowledge  with 
others.  And  finally,  if  you  agree  that  even  manufacturers  as  small 
as  those  represented  by  WoodNet  deserve  to  benefit  from  the 
programs  this  Committee  will  devise,  then  craft  such  programs  in 
ways  that  give  small  manufacturers  meaningful  and  flexible  access 
to  the  funds  you  control. 

Thank  you  for  this  opportunity  to  testify. 
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Roiiue  Institulc 
for  F.cology  and  Economy 


TESTIMONY 

for  the 

Subcommittee  on  Regulation,  Business  Opponunities,  and  Technology 

Brett  KenCaim 
Rogue  Institute  for  Ecology  and  Economy 

Background      of  the   Rogue    Institute 

The  Rogue  Institute  for  Ecology  and  Economy  was  formed  in  April  1990  by  representatives 
of  a  local  millworkers  union  and  three  environmental  groups  in  the  Rogue  Valley  as  a 
response  to  this  growing  polarization  between  timber  workers  and  environmentalists.   The 
Institute  has  endeavored  for  three  years  in  an  effort  to  identify  and  promote  sustainable 
forestry  alternatives  which  can  address  the  ecological  imperatives  of  the  region  and  provide 
stable  employment  opportunities  for  local  resource  workers. 

The  guiding  vision  shared  by  Institute  board  members  is  to  provide  a  model  for  resource- 
based  communities  of  various  sizes  which  can  assist  them  in  establishing  a  stable  economic 
livelihood  from  sustainable  interactions  with  their  surrounding  natural  environment.   In  this 
vision,  communities  will  have  direct  power  over  their  economic  well-being  by  actively 
participating  in  the  decision-making  processes  which  impact  the  resource  base  on  which  their 
economies  depend.   Further,  we  recognize  and  value  the  unique  contribution  that  rural 
communities  make  to  the  cultural  and  social  diversity  of  our  region,  and  we  are  committed  to 
sustaining  the  traditions  of  resource  stewardship  upon  which  many  of  these  communities  were 
founded. 

The  Institute's  primary  activities  are  focused  in  the  Rogue  Valley  of  southern  Oregon.   It  has 
worked  actively  with  both  individuals  and  communities  throughout  the  basin,  with  its  present 
focus  on  the  Applegate  watershed  and  its  1 1 ,000  residents.  The  Institute  is  also  a  part  of  a 
number  of  regional  and  national  associations  including  the  Pacific  Certification  Council 
(Northwest),  the  Forest-based  Community  Development  Practitioners  Network  (U.S.),  and 
the  Forest  Stewardship  Council  (International). 


Problem     Being    Addressed 

The  widely  publicized  depletion  of  the  Pacific  Northwest's  old-growth  forests  has  frightened 
those  who  depend  on  the  forest  industry  for  a  living.  Almost  daily,  the  media  highlight 
dwindling  timber  supplies  and  job  losses.  A  1990  study  by  the  Oregon  legislature's  joint 
interim  committee  on  forest  products  policy  found  that  more  than  36,000  individuals  and 
families  were  economically  at-risk  in  Oregon's  timber  industry.  Over  8,000  of  these  live  in 
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the  southern  Oregon  region  served  by  the  Id;  titute.   In  the  Medford  area  of  southern  Oregon 
alone,  over  2,000  jobs  have  been  lost  in  this  sector  in  the  last  three  years. 

At  present,  the  timber  industry  and  its  workers  are  facing  off  against  environmentalists  over 
the  few  remaining  tracts  of  old-growth  forests.   Unless  solutions  can  be  developed  and 
promoted  which  can  unite  these  different  interests,  the  region  will  continue  to  experience 
either  disruptive  job  losses  or  continued  forest  degradation--or  both. 


Formulating     Local   Solutions     to  the  Timber    Crisis 

The  Rogue  Institute  has  been  working  for  over  two  years  to  facilitate  collaborative  solutions 
to  this  crisis  by  participating  in  joint  planning  efforts  with  the  Forest  Service,  industry  and 
local  environmental  organizations.   The  focus  of  these  efforts  has  been  to  develop  prototype 
ecosystem  management  plans  which  can  address  both  the  ecological  and  economic  concerns  of 
key  stakeholders.   In  addition  to  assisting  the  Forest  Service  in  defining  and  operationalizing 
the  ecosystem  management  approach,  the  Institute  has  taken  the  guiding  role  in  re-examining 
the  methods  by  which  these  strategies  are  implemented  on  the  ground  and  what  types  of 
economic  opportunities  this  might  create  for  local  timber  dependent  communities. 

Because  of  this  background  in  forestry-based  community  development,  the  Institute  was 
invited  to  sit  on  the  board  of  the  Applegate  Partnership.   This  project,  founded  in  the  fall  of 
1992,  brings  together  the  BLM,  Forest  Service,  private  industry.  Headwaters  (a  local 
environmental  group),  local  watershed  organizations,  and  agriculture  and  ranching  interests  in 
developing  an  ecosystem  management  plan  for  the  500,000  acre  Applegate  Watershed  in 
southern  Oregon. 

The  Institute's  two  primary  roles  are  to  work  with  land  managers  to  harmonize  propcsed 
activities  with  the  Institute's  forest  products  certification  program',  and  to  develop  a  strategy 
for  implementing  forest  management  activities  in  a  way  which  will  direct  a  significant  portion 
of  the  employment  opportunities  to  local  resource  workers. 

Based  on  these  experiences,  the  Institute  has  identified  the  following  issues  and  opportunities 
which  face  federal  policy  makers  as  they  reformulate  forest  management  to  address  both  the 
ecological  imperatives  facing  the  region,  and  the  impacts  these  changes  will  have  on  the 
social,  cultural  and  economic  characteristics  of  the  regions  forest  dependent  communities. 


I.  Implementation  of  Forest  Management  Activities  is  the  Federal  Government's 

most  Powerful  Economic  Re-development  Tool 
Perhaps  the  most  economically  important  influence  available  to  the  federal  government  for 
benefiting  rural  communities  is  the  mechanism  by  which  it  implements  forest  management.    It 


'The  Institute  has  spent  two  years  developing  a  certification  program  for  sustainably 
produced  forest  products.  This  program  is  called  the  Community  Forestry  Certification 
Program. 
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is  during  the  contracting  process  that  the  resource  inventories  and  opportunities  meet  the 
availability  and  capability  of  the  workforce.   The  key  missing  element  is  in  the  development 
of  new  implementation  mechanisms  which  directly  join  the  resource  tasks  and  opportunities 
and  the  existing  local  workforce. 

We  need  to  stop  viewing  forest  management  and  community  development  as  separate 
activities  and  recognize  that  implementation  of  forest  management  tasks  is  the  most  powerful 
community  development  tool  available  to  the  federal  govemment.   This  will  require  working 
directly  with  local  community  groups  and  workers  to  identify  the  best  mechanism  for 
directing  work  locally.   The  traditional  view  of  open  bidding  fails  to  recognize  or  account  for 
all  the  hidden  costs  of  letting  work  flow  outside  the  community  e.g.  unemployment 
payments,  lost  wages,  community  breakdown  (domestic  violence  etc),  loss  of  self-esteem,  and 
the  depopulation  of  rural  communities  and  resulting  loss  of  a  land-based  lifestyle.   Promising 
approaches  with  some  track  record  include  performance-based,  multi-task  stewardship 
contracts. 

The  key  to  successfully  implementing  this  model  of  resource  management  and  community 
development  is  to  conduct  all  activities  within  the  context  of  a  cooperative  partnership 
between  the  local  community  and  stakeholder  groups,  and  the  agencies  responsible  for 
portions  of  the  landscape  being  considered.   The  Applegate  Partnership  is  one  example  of  this 
approach.   The  Plumas  Corporation  in  Quincy,  California  is  another  example. 


II.  Shifts  to  Ecosystem  Management  Could  Generate  More  Jobs  if  Policy  is 

Properly  Formulated 
In  April  of  1993,  the  Rogue  Institute  published  a  report  outlining  the  employment  impacts  of 
a  shift  from  traditional  forest  management  to  an  ecosystem  based  management  approach. 
Based  on  an  assessment  of  a  wide  range  of  product  and  service  opportunities-including  third 
party  ecological  monitoring^,  non-timber  forest  products,  recreation,  and  restoration 
activities— this  report  found  diat  the  same  land  base  could  support  up  to  30%  more  jobs  under 
an  ecosystem  based  management  approach.   An  Executive  Summary  of  this  report  is  included 
as  an  Appendix  to  this  testimony. 

Using  this  report  as  a  baseline  for,  The  Institute  is  working  with  the  Applegate  Partnership  to 
conduct  both  a  comprehensive  ecological  assessment  of  the  Applegate  watershed,  and  a 
concurrent  evaluation  of  the  economic  opportunities  that  this  shift  to  ecosystem  management 
will  create.   It  is  critical  that  these  sons  of  evaluations  bejunded  if  we  are  going  to  be 
capable  of  formulating  timely  responses  to  the  imminent  impacts  of  reduced  harvest 
levels.    Bodi  die  federal  agencies  and  the  Institute  are  aaempting  to  condua  these 
assessments  under  existing  staff  and  resource  allocations.   Without  additional  ftmding,  these 
assessments  could  take  up  to  two  years. 


-  Third  party  monitoring  would  employ  non-agency  personnel,  generally  through 
contracting  mechanisms,  to  conduct  monitoring  and  evaluation  of  the  ecological  impacts  of 
forest  management  activities. 
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HI.  The  Most  Effective  Solutions  to  the  Timber  Crisis  are  LiJcely  to  come  from 

the  Local  Level 
In  areas  like  the  Appiegate,  efforts  are  underway  to  involve  the  best  and  the  brightest  of  the 
scientific  community,  in  cooperation  with  the  community  and  local  interest  groups,  in 
formulating  a  comprehensive  ecological  assessment  and  community  re-development  plan. 
This  assessment  and  its  accompanying  monitoring  plan  are  absolutely  indispensable  if  we  are 
to  truly  conduct  ecosystem  management. 

The  same  level  of  commitment  to  social  and  economic  assessments  must  be 
forthcoming  if  we  are  to  create  a  forest  management  strategy  which  addresses  the  needs  of 
the  community.   This  is  critical  not  only  because  many  people  rely  economically  on  the 
forests  for  their  livelihoods,  but  perhaps  as  or  more  important,  we  now  know  that  the 
health  of  the  forest  requires  some  level  of  active  management,  and  we  have  the 
opportunity  to  utilize  the  management  implementation  process  as  our  most  powerful 
economic  development  tool.   This  approach  has  many  long-term  benefits,  among  them  the 
fostering  and  support  of  a  local  stewardship  ethic  which  could  ultimately  make  the  labyrinth 
of  regulation  and  law  far  less  necessary. 

Specifically,  we  need  financial  and  technical  support  for  comprehensive  community-based 
social  and  economic  assessments  which  involve  the  community  itself  in  assessing  its  present 
well-being,  the  criteria  by  which  this  is  measured,  and  its  capacities  and  needs  if  it  is  to  be  a 
major  participant  in  the  management  of  its  surrounding  landscape.   There  are  clearly  many 
approaches  to  social  assessment,  but  we  feel  very  strongly  that  what  ever  approach  that  is 
used  needs  to  incorporate  the  community  as  an  active  participant  in  the  assessment  rather  than 
turning  the  process  over  to  a  small  circle  of  academics  who  ueat  the  conununity  as  an  object 
of  study. 

IV.  Avoid  Trying  to  Dictate  Solutions  from  the  Top-down 

In  October  of  1993,  the  Institute  sponsored  a  conference  bringing  together  over  130 
representatives  from  existing  or  emerging  partnership  efforts  in  16  different  communities 
around  the  Northwest.   There  is  an  enormous  excitement  and  hunger  for  information  and 
support  in  forming  partnerships.   We  need  to  be  very  careful,  however,  not  to  try  and 
prescribe  a  common  recipe  for  partnerships  to  each  of  these  areas.  The  circumstances, 
dynamics,  and  players  will  vary  from  area  to  area.   To  attempt  to  lay  out  administrative 
directives  from  the  Washington  level  for  how  to  form  partnerships  is  to  almost  insure  that 
local  initiatives  won't  take  place.   People  are  tired  of  being  told  what  to  do.   They  know 
what  needs  to  be  done.   They  simply  need  a  bit  of  support  and  encouragement,  and  a  few 
simple  tools,  and  they  will  develop  the  mechanisms  which  will  fit  the  unique  circumstances  in 
which  they  are  working. 

The  best  way  to  develop  a  larger  strategy  and  policy  for  supporting  locally  based  solutions  to 
this  crisis  is  to  identify  and  support  the  emerging  efforu,  and  to  use  them  as  prototypes  which 
we  can  study  and  evaluate  for  what  works  and  what  doesn't.   It  isn't  a  fast  or  easy  way  to 
develop  policy-its  slow  and  incremental-but  in  the  long  run,  I  think  it  is  the  only  way  we're 
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Appendix  A 

EMPLOYMENT       AND    MANUFACTURING         IMPACTS 

OF   IMPLEMENTING        ECOSYSTEM      MANAGEMENT: 

Preliminary  Assessment  of  the  Applegate  Partnership  Case  Study 

prepared  by  the 

Rogue  Institute  for  Ecology  and  Economy:  Ashland.  Oregon 


EXECUTIVE      SUMMARY 

This  report  is  a  preliminary  assessment  of  the  employment  opportunities  which  could  result 
from  the  implementation  of  ecosystem  management  on  a  500,000  acre  watershed  in 
southwestern  Oregon.   This  effort,  the  Applegate  Partnership,  has  brought  together 
environmentalists,  industry,  community  residents  and  public  agencies  to  develop  a  joint 
management  plan  for  the  Applegate  River  watershed.    The  guiding  premise  of  this  effort  has 
been  that  a  community-based  partnership  of  stakeholders  groups  could  develop  a  forest 
management  strategy  which  addressed  both  the  ecological  imperatives  reflected  by  threatened 
and  endangered  species,  and  the  economic  needs  of  the  local  human  community. 

The  first  step  in  developing  this  analysis  was  to  review  existing  information  on  forest 
management  and  forest  products  related  employment  generated  by  the  watershed.   Much  of 
the  data  for  this  analysis  has  never  been  collected  in  this  form.   In  those  categories  in  which 
little  quantitative  data  was  available,  the  researcher  relied  on  personal  interviews  with  agency 
specialists  to  develop  reasonable  approximations. 

Using  this  information  as  a  baseline,  the  researchers  then  queried  specialists  for  information 
regarding  the  opportunities  for  management  and  resource  extraction  and  use  under  broadly 
defined  BLM  and  Forest  Service  ecosystem  management  guidelines  which  are  presently  being 
developed  in  the  region.   Using  both  agency  economic  projection  tools,  and  industry  derived 
workforce  projection  techniques,  the  report  offers  projections  for  labor  necessary  for 
implementing  the  ecosystem  management  approach.   A  summary  table  compares  the  levels  of 
employment  generated  in  the  two  different  management  approaches:  traditional  timber  based 
forest  management  versus  multiple  product/use  ecosystem  based  management. 

Summary  of  Annual  Employment  Opportunities 
Pre-Injunction  Approach  versus  Ecosystem  Management  Approach 


Pre-lnjunction  Economic  Activity 

Ecosystem  Manage  Economic  Impact                | 

JOB  CATEGORY 

#  OF  JOBS 

JOB  CATEGORY 

#  OF  JOBS 

Primary  Forest  Mgmt 

Primary  Forest  Mgmt 

Total-- 11  Categories 

128 

Total- 11  Categories 

187 

Secondary  Manufact 

Secondary  Manufact 

Total-3  Categories 

89 

Total-3  Categories 

97 

TOTAL 

217 

TOTAL 

284 
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A  critical  eleirent  in  sui.i:essfully  translating  resource  management  opportunities  into  economic 
benefits  for  forest-depenuent  local  communities  is  a  thoiough  rethinking  of  the  implementation 
mechanisms  including  bidding  and  contracting.   The  report  includes  a  new  model  for  integrating 
resource  management  opportunities  and  community  economic  development.  The  model  illustrates  how 
forest  management  activities  can  be  utilized  as  vehicles  for  rural  economic  enhancement. 

Based  on  this  employment  analysis  and  the  opportunities  oudined  in  the  community-based 
implementation  of  forest  management  activities,  the  report  offers  four  recommendations  for  federal 
action. 

1 .  Direct  technical  and  financial  resources  towards  study  and  evaluation  of  the  workforce 
requirements  and  community  impacts  of  implementing  ecosystem  management.   Set  aside  a 
minimum  of  $250,000  for  a  competitive  grants  program  designed  to  elicit  case  studies  in 
workforce  organization  and  training  under  ecosystem  management. 

2.  Reevaluate  the  traditional  mechanisms  for  implementing  forest  management,  particularly  the 
contracting  and  bidding  process  to  assess  whether  it  meets  the  goals  of  both  sound  forest 
management,  and  effective  community  empowerment  and  development.   Convene  a  task  force 
of  agency  contracting  officers,  public  and  private  community  development  specialists,  and  local 
contractors  to  examine  new  approaches  to  project  implementation  including  stewardship 
contracts,  public/private  partnerships,  and  other  innovative  forms  of  community-based  project 
implementation. 

3.  Based  on  the  results  of  the  analysis  conducted  above,  evaluate  the  existing  size  and 
composition  of  the  federal  workforce  to  determine  whether  it  is  adequate  for  implementing  the 
preferred  strategy. 

4.  Identify  and  support  a  series  of  pilot  projects  which  are  demonstrating  community-based 
ecosystem  management  implementation  to  identify  the  key  components  for  a  regional  forest 
management/community  development  strategy.    Utilize  the  audiorizations  of  the  1990  Farm 
Bill  to  reinvest  an  extra  5  %  of  product  receipts  in  the  support  of  these  local  pilot  projects. 

NOTE  ON  ACCURACY  OF  THE  DATA 

The  short  timeframe  within  which  this  assessment  was  developed  required  rapid  review  and  summary 
of  large  volumes  of  data.   In  many  instances,  this  data  has  never  been  gathered  or  collated  for  review. 
Where  quantitative  data  was  not  available,  the  researcher  relied  on  the  informed  estimates  of  resource 
specialists.   We  believe  that  the  quantitative  data  presented  is  sufficient  to  make  relative  comparisons 
of  economic  impacts  but  not  adequate  for  more  rigorous  economic  forecasting.   More  accurate 
assessments  could  be  developed  given  a  longer  study  timeframe  and  additional  financial  resources. 
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going  to  have  a  policy  which  people  own,  defend,  and  take  responsibility  for. 


V.  Support  Initiatives  Designed  to  bring  Non-Industrial  Forestlands  into 
Responsible  Management 

The  emphasis  on  commodity  products  over  secondary  wo(xlproducts  has  also  influenced  the 
way  in  which  non-industrial  tbrestlands  are  managed.   State  forest  practices  laws  discourage 
management  of  hardwood  species,  and  virtually  insure  that  all  harvested  products  are  directed 
into  commodity  markets. 

This  trend  stands  in  sharp  contrast  to  the  forest  products  industries  in  other  areas  not 
dominated  by  commodity  products.   The  National  Small  Woodlands  Owners  Association 
reported  in  1989  that  in  Indiana,  a  state  leading  the  country  in  volume  per  acre  of  high- 
quality  hardwood  timber,  the  average  tree  increased  in  value  27  times  before  leaving  the 
state.    In  other  words,  every  dollar  of  standing  timber  harvested  generates  an  additional  $27 
of  economic  activity. 

Creating  comparable  productivity  from  Oregon's  non-industrial  lands  will  require  a  renewed 
commitment  to  a  number  of  programs  which  though  extremely  effective,  are  seriously  under 
fimded. 

The  first  such  program  is  the  Stewardship  Incentive  Program,  a  joint  program  between  the 
US  Forest  Service  and  the  Oregon  Department  of  Forestry.   Under  this  program,  cost-share 
money  is  made  available  to  forestland  owners  for  the  preparation  of  management  plans,  and 
the  implementation  of  stand  improvement  and  restoration  activities. 

In  southern  Oregon,  we  have  witnessed  a  marked  improvement  in  forest  land  planning  as  a 
result  of  this  program,  as  well  as  a  significant  creation  of  local  jobs  in  both  forest  plan 
development  and  subsequent  forestland  management.   Unfortunately,  the  funds  in  this 
program  are  extremely  limited  and  are  generally  exhausted  widiin  four-six  months  of 
allocation. 

Second,  the  services  of  competent  state  tbresters  are  also  critical  if  we  are  to  insure  the 
responsible  implementation  of  forest  management  on  private  lands.   Southern  Oregon's  State 
Forester,  Chuck  Miller,  is  an  excellent  example  of  a  competent,  committed  individual 
performing  essential  services  to  the  Rogue  Basin's  small  woodland  owners.   Unfortunately, 
Chuck  is  seriously  understaffed  and  under  funded  and  as  a  result  is  unable  to  provide  both  the 
technical  support,  and  the  regulatory  oversight  which  is  necessary  to  create  both  sustainable 
forest  management  and  effective  production  of  forest  products. 

Third,  there  is  little  or  no  technical  support  or  access  to  technology  for  those  in  this  are 
looking  into  value-added  forest  products.   Several  attempts  liave  been  made  to  initiate  such 
efforts  but  no  organization  or  agency  has  taken  a  leadership  role.   Without  such  an  initiative, 
we  can  expect  that  outside  fums,  possible  foreign  firms  from  countries  like  Japan,  will  soon 
begin  colonizing  the  area  and  taking  advanuge  of  the  new  flow  of  materials  which  existing 
industry  is  not  equipped  to  handle. 
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To  forestall  this  situation,  we  would  recommend  the  deveK)pment  of  regional  technology 
centers,  similar  to  the  ideas  put  forward  at  the  Forest  Conierence  by  Commerce  Secretary 
Ron  Brown.   This  would  create  a  community-based  conduit  for  wood  products  technology 
and  create  a  pathway  for  information  being  developed  in  places  like  the  Forest  Services 
Forest  Products  Lab  in  Wisconsin. 

VI.  Certification  as  a  New  Marketing  Niche 

The  consumer  awareness  of  "green"  products  is  expanding  rapidly  throughout  the  developed 
world.   The  Institute  is  part  of  both  regional  and  international  organizations  working  to 
develop  standards  for  certified  wood  products.   The  Pacific  Northwest  has  the  opportunity  for 
being  a  leader  in  this  area  if  policy  makers  are  willing  to  invest  in  non-governmental 
development  of  this  approach. 

The  essential  ingredient  for  legitimacy  in  a  certification  program  is  credibility.   This  implies 
that  a  certifying  body  must  be  without  financial  interests  in  the  harvest  or  production  of  forest 
products.   Presendy  the  Federal  government  has  lost  its  credibility  with  a  large  portion  of  the 
public  due  to  its  perceived  links  to  the  financial  interests  of  the  timber  industry,  (and  the  US 
Treasury)  and  consequently  is  incapable  of  making  credible  claims  about  the  sustainability  of 
its  forest  management  activities. 

Presently,  innovative  public  land  managers  in  the  southern  Oregon  area  have  asked  the 
Institute  to  consider  certify  several  forestry  projects  being  developed  under  an  ecosystem 
approach.    Unfortunately,  the  same  managers  have  not  identified  the  funding  to  cover  the  cost 
of  having  an  outside  party  conduct  the  necessary  oversight  acdvities.   A  modest  commitment 
of  research  dollars  made  available  to  non-government  certification  organizations  would  allow 
us  to  develop  an  effective  mechanism  for  review  of  public  forestry  projects  and  could 
effectively  launch  a  whole  new  market  for  certified  forest  products  from  die  Pacific 
Northwest. 
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TESTIMONY  PRESENTED  TO  THE 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 


COMMITTEE  ON  SMALL  BUSINESS 


SUBCOMMITTEE  ON  REGULATION, 
BUSINESS  OPPORTUNITIES,  AND  TECHNOLOGY 


BY 


Kay  Gabriel 

Assistant  Director 

Forest  Products  Division 

Departmeut  of  Trade  and  Economic  Development 


December  IS,  1993 
Portland,  Oregon 
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Good  morning  Mr.  Chairman  and  members  of  the  committee.  My  name  is  Kay  Gabriel,  1  am  the 
assistant  director  for  forest  products  in  the  Washinjjton  State  Department  of  Trade  and  Economic 
Development   I  am  here  representing  Mike  Fitzgerald,  the  department  director,  who  is  unable  to 
be  here  today. 

The  State  of  Washington  has  been  responding  to  the  forest  crisis  for  nearly  four  years.  In  that 
time,  we  have  experimented  with  a  wide  range  of  community,  economic  development  and 
adjustment  and  training  programs.  We  have  also  spent  a  considerable  amount  of  time  working  on 
coordination  and  organizational  issues  in  addition  to  spending  in  excess  of  $65  million  in  state 
funds. 

Due  to  the  scale  of  the  crisis,  our  existing  program  structures  for  responding  to  plant  closures  or 
assisting  communities  or  firms  in  economic  development  efforts  were  simply  not  up  to  the  job  of 
responding  to  the  regional  and  industrial  impacts  we  encountered.  As  a  result,  the  state  was 
forced  to  develop  new  ways  to  coordinate  activities  in  our  agencies,  to  involve  community  people 
in  decision-making,  and  to  experiment  with  providing  needed  social  services  and  training  in  ways 
that  worked  more  effectively  for  dislocated  workers  and  their  families.  Key  among  these 
activities  were  development  of  an  inter-agency  timber  team  and  community  board  to  guide  it 
Working  with  a  coordinator  reporting  to  the  governor,  this  Timber  Team  tied  together  resources 
from  all  parts  of  government  into  a  coordinated  and  effective  program. 

The  $65  million  was  used  to  assist  small  processors  to  become  competitive,  to  help  timber- 
dependent  communities,  and  to  assist  timber  workers  and  their  families.  Some  of  the  assistance 
was  in  the  form  of  new  programs,  the  rest  consists  of  existing  programs  and  funds,  reprioritized 
and  refocused  to  the  needs  of  timber  communities  and  workers,  coordinated  through  the 
collaborative  Timber  Team  effort. 


157 


The  efTons  included  lubstantlal  work  by  our  Departments  of  Trade  and  Economic  Dev'elopment, 
Community  Development,  Employment  Security,  and  Social  and  Health  Services  and  many  local 
community  colleges. 

Despite  some  missteps,  the  state  has  been  able  to  provide  substantial  assistance  to  these  ' 
businesses,  communities  and  workers  and  their  families.  We  have  also  been  able  to  experiment  on 
a  small  scale  with  everything  from  value-added  wood  processing  and  industrial  modernization  to 
less  categorized  social  services  and  one-stop  shopping  for  services  to  communities.  A  brief 
summary  of  some  of  our  activities  includes: 

•  Creation  of  an  industrial  extension  program  for  value-added  wood  products  to  help 
existing  businesses  stay  in  business  by  lowering  costs,  and  helping  them  to  retool  for  new 
products. 

•  Development  of  a  more  focused  and  effective  community  economic  development  planning 
effort.  We  funded  organizers  to  assist  communities  to  respond  to  their  economic 
problems  and  provided  pilot  grants  to  meet  local  needs. 

•  Funding  infrastructure  targeted  solely  to  meet  the  needs  for  developmental  infrastructure 
in  timber  towns  and  providing  the  towns  with  technical  assistance  to  help  them  determine 
their  priorities  and  build  the  needed  facilitiei 

•  Providing  extended  unemployment  benefits  for  workers  in  training,  giving  them  a  better 
chance  to  increase  their  skills  and  find  new  employment. 

•  Making  space  available  in  our  community  coDeges  dedicated  to  dislocated  timber  workers 
and  their  q)ouses. 

•  Established  local  resource  councils  to  advise  us  on  how  to  meet  local  human  services 
needs  and  ^ve  them  controT  over  flexible  Ainding  we  provided  to  fill  social  s«rvice  gaps. 
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The  state  and  local  governments  have  been  partners  with  federal  agencies  and  the  White  House  in 
creating  a  distribution  mechanism  for  resources  now  available  specifically  to  owl  impacted 
communities  in  Washington  State.  Tlie  goal  of  coordinated  local,  state,  and  federal  efforts  is 
outlined  in  the  memorandum  of  understanding  and  strategic  plan  of  the  Multi  Agency  Command 
and  the  Regional  Community  Economic  Revitaliration  Team  (enclosed).  This  process  brings 
together  federal,  state,  and  community  oflRcials  to  review  and  implement  proposals  in  an  eflficient 
and  timely  manner.  This  single  point  of  entry  should  allow  smaller  communities  with  limited 
resources  to  compete  successfully  for  resources  from  both  state  and  federal  programs. 

A  major  barrier  to  implementation  may  be  the  ability  of  agencies  to  process  loans,  grants  and  or 
contracts  for  significantly  more  funds  than  have  been  available  in  the  past.  For  example,  in  Farm 
Home/Rural  Development  Administration's  water/waste  program  resources  have  increased  over 
50%,  while  the  community  facilities  program  resources  have  increased  over  500%  The  lack  of 
additional  engineering  staff  and  delays  in  environmental  assessments  could  be  a  major  impediment. 

The  need  for  agencies  such  as  Rural  Development  Administration  (RDA)  to  expend  their  base 
funding  prior  to  the  fund  focused  to  owl  impact  areas  could  reasonably  delay  approval  of  an 
implementation  of  community  initiatives.  The  majority  of  federal  resources  (approximately  90%) 
are  in  the  form  of  loans.  Both  the  timber-dependem  communities  and  their  residents  will  be  hard 
pressed  to  qualify  for  and  retir£lhcscjdeht.s.w|jilc  attempting  to  revitalize  their  economies. 

The  major  obstacle  facing  rural  'imber-dependent  communities  is  the  lack  of  capital.  Lending 
institutions  have  redlined  these  areas  and  individuals  credit  ratings  have  plummeted,  restricting 
formeriy  qualified  borrowers  from  loan  approval  even  if  funds  were  available. 

The  Washington  State  constitution  does  not  allow  the  lending  of  the  state's  credit,  a  hurdle  we 
have  jumped  in  the  past  with  use  of  various  federal  programs  to  create  small  revolving  loan  funds. 
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However,  we  really  need  a  long-tenn  source  of  working  capital  for  value-added  manufacturing 
and  economic  diversification.  This  could  be  achieved  l^y  establishing  a  development  bank.  The 
federal  government  could  fund  the  basic  25  to  30  million  dollars  we  feel  are  needed.  We  envision 
establishing  a  professionally  operated  development  bank  with  the  state  having  a  seat  on  the  board 
of  directors  along  with  appropriate  local  government,  business  and  community  members.  We 
would  certainly  welcome  a  regional  effort  in  this  regard. 

This  bank  would  require  at  least  one  year  to  begin  operation  given  state  and  federal  banking 
regulations.  An  additional  3  to  S  million  dollars  would  be  required  to  create  the  micro  lending 
and  revolving  loan  funds  now  absent  in  most  of  the  timber  country  in  Washington.  The  total 
funding  could  come  through  the  RDA  and  be  a  model  for  future  effort. 

In  addition  to  a  development  bank,  we  are  also  interested  in  establishing  enterprise  zones  in 
accordance  with  Clinton  Administration  initiatives.  We  understand  that  as  currently  envisioned, 
poverty  level  requirements  are  such  that  it  may  be  difficuh  to  establish  these  zones  in  timber- 
dependent  communities.  We  seek  your  assistance  in  making  this  tool  available  to  us 

Affordable  housing  has  been  targeted  as  one  of  the  main  pillars  of  the  new  Japanese 
administration's  economic  stimulus  package.  In  addition,  imported  housing  is  seen  as  a  way  to 
redress  the  US  Japan  trade  imbalance.  Washington  State  and  its  secondary  manufacturers  and 
distributors  have  been  able  to  capitalize  on  these  efforts  through  a  fiill  time  Forest  Producu 
Division  presence  in  Japan.  Over  the  last  year  exports  of  our  value  added  wood  products  to 
Japan  have  risen  to  well  0vfii47QjBillioaJ&QaLYiOually  nothimicjght^ears  ago.  We  have 
demonstrated  that  this  industry  specific  presence  in  Japan  is  effective.  The  opportunities  to 
increase  our  exports  are  great,  however,  we  wi|l  be  unable  to  take  full  advantage  of  these  market 
trends  without  providing  assistance  to  the  lone  contractor  in  Japan.  Federal  assistance  from 
organizations  such  as  the  Foreign  Agricultural  Service  could  help  us  capture  these  opportunities. 
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The  Department  of  Trade  and  Economic  Development  and  its  sister  agency  the  Department  of 
Community  Development  have  a  considerable  track  record  in  providing  assistance  to  small 
businesses  in  the  areas  of  technical  assistance,  finance  and  training.  Descriptions  of  these 
programs  ar^;:  included  in  your  packets.  Ai  there  is  not  time  today  to  discuss  them  all,  I  will 
briefly  describe  some  of  our  department's  activities  in  these  areas, 

The  Forest  Products  Value-Added  Program  consists  of  a  team  of  professionals  with  a  broad 
range  of  industry  experience  who  provide  hands-on  assistance  to  small  and  medium-sized  wood 
products  manufacturing  companies.  They  provide  on  site  technical  assistance  to  improve 
company  performance  in  the  areas  of  production,  maintenance  and  engineering,  general 
management,  marketing  and  domestic  and  international  sales.    In  1993,  four  technical  staff 
worked  with  150  small  businesses,  providing  intense  assistance  to  approximately  forty.  Their 
efforts  resulted  in  increased  export  and  domestic  sales  of  $16.4  million  generating  $7.4  in  tax 
revenues,  the  creation  of  70  new  jobs  and  the  retention  of  209  jobs  for  total  wages  of 
approximately  $S.8  million  ,  and  $6  million  in  capital  investment. 

In  addition,  we  have  a  forest  products  revolving  loan  fund  made  possible  through  a  grant  by  the 
Forest  Service  to  aide  these  small  companies  as  they  transition  into  higher  value-added  products. 
This  loan  program  is  a  fine  example  of  an  effective  state/federal  partnership  working  to  help  small 
business   We  are  also  working  with  four  banks  in  the  state  to  establish  a  small  business  lending 
program.  The  banks  will  loosen  their  underwriting  requirements  and  make  loans  up  to  $50 
thousand  and  the  state  will  provide  training  and  technical  assistance.  We  will  be  piloting  this 
program  in  two  geographic  areas,  one  of  them  a  timber  community.  These  as  well  as  our  other 
lending  programs  are  important  tools  to  have  in  place  but  are  insufficient  to  meet  business  and 
community  needs.  A  development  bank  would  be  the  logical  next  step. 
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In  July  1993,  the  Minority  and  Women-Owned  Business  Assistance  Act  was  establislied  to 
provide  minority  and  women  entrepreneurs  the  resources  and  opportunities  necessary  to  succeed. 
Tliis  program  provides  training,  bonding  assistance  and  export  assistance.  The  training  program 
provides  a  series  of  intensive  seminars  that  will  enhance  the  economic  competitiveness  of  its 
participants  by  covering  such  topics  as  entrepreneurial  assessment,  business  plans,  financial 
management  and  raising  capital.  Inner  city  and  rural  community  businesses  are  targeted,  with  an 
emphasis  on  timber-dependent  rural  communities.  Although  the  program  is  new,  it's  first  pilot 
effort  in  Seattle  has  been  very  successful.  A  timber  conununity  will  be  selected  for  the  next  round 
of  training. 

in  the  time  available,  I  have  only  been  able  to  touch  briefly  on  our  programs,  concerns  and  new 
directions,  however,  I  would  be  happy  to  answer  any  questions  you  may  have. 
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21S  S£  MAIN.  JUSTICE  BUHDING.  ROOM  IM 

REGIONAL  COUNQL  OF  GOVEFtNMENTS  ROSEBURG.  OREGON  97470 

(503)440-4231 

TOiFREECeOO)  477-0991 

FAX  (503)  44^4408 


December  8,  1993 


Honorable  Ron  Wyden 

Subcommittee  on  Regulation,  Business  Opportunities,  and 

Technology 

Committee  on  Small  Business 

United  States  House  of  Representatives 

B-363  Rayburn  House  Office  Building 

Washington,  D.C.   20515-6318 

Dear  Congressman  Wyden: 

Thank  you  for  the  opportunity  to  testify  on  behalf  of  my  agency 
and  the  communities  of  Douglas  County,  Oregon. 

Although  the  Umpqua  Regional  Council  of  (Sovernments  generally 
provides  service  to  the  communities  and  special  districts  of 
Douglas  County,  we  do  occasionally  deal  directly  with  business 
owners  and  their  needs. 

And  although  the  attached  testimony  is  based  more  on  the  needs  of 
timber-dependent  communities  and  less  on  the  needs  of  small  busi- 
ness owners,  it  is  directed  toward  providing  an  atmosphere  for 
business  to  expand  and  thrive  in  small  communities. 

Once  again  thank  you  for  this  opportunity  to  provide  you  with 
informatirdn  that  may  increase  the  chances  of  our  communities  and 
resident^/' to  achieve  economic  vitality. 


indra  Clark  Jackson 
Community  Developl^ent  Planner 

SCJ/lle 

Enclosure 


OOUGIAS  COUNTY  OREGON  DSraCT  6 
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TESTIMONY  OF 

SANDRA  JACKSON 

UMPQUA  REGIONAL  COUNCIL  OF  GOVERNMENTS 

215  S.E.  Main  Street 

Room  •104,  Justice  Building 

Roaeburg,  Oregon  97470 


BACKGROUND 

The  Economic  Development  section  of  the  Umpqua  Regional  Council  of  Govern- 
ments focuses  mainly  on  assisting  member  communities  and  special  districts 
to  continue  to  provide  basic  services;  i.e.,  water  and  waste  wate;^  We 
also  assist  communities  to  procure  funding  in  order  to  prepare  vacant 
industrial  and  commercial  sites  for  new  and  expanding  businesses.  Although 
there  are  other  elements  of  our  economic  development  efforts,  we  spend  the 
majority  of  our  time  on  the  two  listed  above. 

DISCUSSION  OF  NEEDS/PROBLEMS  AND  POTENTIAL  SOLUTIONS 

Because  the  inability  to  provide  basic  services  means  recovery  for  our 
timber-dependent  communities  is  impossible,  we  assist  our  communities  by 
locating  sources  of  funding,  writing  grants,  and  providing  general  guidance 
toward  improving  and  expanding  local  services  and  infrastructure. 

Many  of  our  communities  have  systems  that  are  antiquated  and  near  capacity, 
and  they  are  faced  with  little  or  no  capital  available  to  improve  them.   At 
the  same  time  they  are  struggling  financially  and  technologically  to  comply 
with  new  federal  and  State  regulations.   While  there  is  federal  funding 
available  to  assist  with  Improving  infrastructure,  there  are  a  number  of 
barriers  that  prohibit  communities  from  taking  advantage  of  the  programs. 
Among  these  barriers  are  two  criteria  that  provide  substantial  problems  to 
our  small  communities:   (1)  the  large  local  match  required,  and  (2)  the 
inability  to  match  federal  funds  with  federal  funds. 

Although  system  improvements  costs  do  not  vary  much  between  a  community  of 
150  residents  or  one  of  5,000,  a  local  match  based  on  the  same  percentage 
significantly  impacts  the  residents  and  business  owners  in  the  smaller 
coaaninity.   The  following  provides  a  quick  comparison: 

The  City  of  Elkton  needs  to  fund  a  water  treatment  expansion,  and  so 
does  the  Roberts  Creek  Water  District  for  the  unincorporated  Green 
district. 

City  of  Elkton  Improvements $  950 ,  000 

Nuaber  of  service  hook-ups 100 

Roberts  Creek  Water  District  Improvements 1,400,000 

Number  of  service  hook-ups 2,000 

Considering  that  each  has  to  borrow  25%  at  5.5%  and  pay  it  back  over 
40  years  In  order  to  provide  the  local  match,  the  following  is  the 
Impact  per  actual  service  hook-up: 

City  of  Elkton $12.33 

Robsrts  Creek  Hater  District 91 
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As  you  can  see  the  Impact  varies  greatly  between  the  two  Douglas 
County  communities;  therefore,  the  local  match  requirements  must  be 
re-evaluated.   It  may  be  more  equitable  to  determine  local  match  based 
on  population  and  the  rates  users  are  paying,  not  by  a  percentage  of 
project  costs. 

Although  a  project  may  qualify  for  two  different  federal  funding  streams,  a 
community  generally  cannot  combine  the  two  to  complete  funding  for  a  pro- 
ject.  In  order  to  assist  timber-dependent  communities  to  recover  from 
their  current  economic  hardship,  this  federal  funding  condition  must  be  re- 
evaluated. 

Barriers  to  federal  funding  agency  requirements  are  not  the  only  reason 
small  communities  are  experiencing  difficulty  financing  necessary  infra- 
structure improvements.   For  the  most  part,  staff  and  public  officials  of 
small  cities  lack  the  knowledge  and  time  necessary  to  plan  for  future 
growth  and  infrastructure  improvements;  therefore,  local  capital  is  rarely 
available  when  the  Improvements  are  required.   Generally,  decisions  are 
based  on  crises  rather  than  a  well  thought  out  plan. 

What  staff  and  officials  of  small  communities  need  is  an  educational  pro- 
gram which  is  designed  to  discuss  and  provide  techniques  for  establishing  a 
"business-like"  plan  for  Improvements  and  growth.   A  program  such  as  this 
would  help  public  officials  to  eventually  make  decisions  based  on  a  vision 
rather  than  a  crisis.   I  believe  this  is  very  necessary  to  the  future  sta- 
bility of  our  timber-dependent  communities. 

Another  problem  hindering  the  recovery  of  our  communities  is  the  number  of 
vacant  mill  sites  needing  extensive  clean-up  if  they  are  to  be  used  in  the 
future.   Many  of  the  vacant  sites  are  in  good  locations,  but  the  clean-up 
and  site  preparation  is  cost  prohibitive  to  small  businesses.   As  discussed 
earlier,  most  of  our  communities  find  it  difficult  to  fund  basic  services. 
So  while  many  communities  want  to  purchase  and  prepare  vacant  mill  sites 
for  future  business  use,  they  cannot  afford  to  do  so. 

A  program  to  fund  site  preparation  and  clean-up  of  vacant  mill-sites  is 
absolutely  imperative  to  the  recovery  of  timber-dependent  communities. 
Unfortunately,  many  of  the  programs  available  to  communities  to  improve 
industrial  sites  are  tied  to  existing  or  committed  jobs.   Business  owners 
do  not  have  time  to  wait  for  clean-up  and  preparation  of  sites  —  they  want 
sites  that  are  ready  to  use  immediately.   Therefore,  timber-dependent  com- 
munities are  in  a  "catch-22"  situation:   they  can't  fund  the  clean-up  of  a 
site  until  a  business  commits  to  locating  on  it,  but  a  business  owner  won't 
commit  to  an  unprepared  site.   Many  of  our  communities  have  volunteer  eco- 
nomic development  groups  willing  to  work  on  projects  that  prepare  sites  and 
buildings  for  future  business  occupants,  but  funding  is  unavailable. 

Programs  must  be  established  that  assist  timber-dependent  communities  to 
prepare  sites  and  buildings  in  anticipation  of  potential  occupants,  or 
existing  programs  must  be  changed  to  allow  capacity-building  projects. 

The  Umpqua  Community  Development  Corporation  is  in  the  process  of  estab- 
lishing a  micro-lending  program  for  owners  of  very  small  business.   The 
program  will  make  very  small  loans  to  entrepreneurs  that  banks  and  other 
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financial  institutions  ordinarily  do  not  make  due  to  costs  exceeding  the 
benefits.   Unfortunately,  funds  needed  to  operate  the  program  are  hard  to 
come  by.   A  program  that  would  assist  with  operation  and  loan-funding  would 
certainly  benefit  the  entrepreneurs  of  our  timber-dependent  communities. 

OTHER  DISCUSSION 

Our  agency  is  heavily  involved  in  the  Northwest  Economic  Adjustment  Ini- 
tiative at  this  time.   We  are  in  the  process  assisting  our  communities  and 
special  districts  to  take  advantage  of  the  increased  federal  funding  avail- 
able for  their  projects.   We  also  are  working  closely  with  Coos  Curry  Doug- 
las Business  Development  Corporation,  the  local  business  development 
agency,  to  ensure  that  the  needs  of  the  business  community  are  also  met 
through  the  program. 

It  should  be  noted,  however,  that  while  the  increased  funding  of  the 
federal  programs  involved  in  the  Northwest  Economic  Adjustment  Initiative 
is  helpful,  the  same  criteria  and  guidelines  that  prohibited  communities 
from  taking  advantage  of  the  programs  in  the  past  continue  to  exist. 

Therefore,  the  creation  of  new  programs  or  restructuring  of  existing 
programs  is  imperative  to  making  federal  assistance  to  timber  dependent 
communities  work. 

Thank  you. 
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TESTIMONY  FOR  THE  US  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  SMALL  BUSINESS.  SUBCOMMITTEE  ON  REGULATION. 
BUSINESS  OPPORTUNITIES,  AND  TECHNOLOGY 

submitted  by:     Lynn  Youngbar.  Executive  Director 

Rural    Development    Initiatives 

Redmond,  Oregon 

History    of    Rural    Development    Initiatives 

Rural   Development  Initiatives,   Inc.  (RDI)  is  a  private  non-profit 
organization  providinfl  community  and  econQmLc  development 
services  to  rural  communjlies  ttiioij^ouL  Qrogon.     RDI  focuses 
primarily  on    capacity"  building"  in   rural,   resource-dependent 
communities  that  are  experiencing  severe  changes  to  their 
economies.     RDI  helps  them  develop  the  skills  and  resources  needed 
to  think  strategically  about  their  future   and   diversify  their 
economies  over  the  long  term. 

I  started  this  program  five  years  ago  at  the  Oregon  Economic 
Development  Department  (OEDD)  in  response  to  the  expectation  that 
rural  communities  in  Oregon  were  going  to  be  hard  hit  by  plant 
closures  in   the  wood  products  industry  attendant  to  the  reductions 
in  the  harvest  of  federal  timber  because  of  the  listing  of  the 
Northern  Spotted  Owl.     At  the  time,  workers  had  program 
opportunities  for  retraining  and  job  search   assistance  in  addition  to 
unemployment  benefits,  but  communities  had  no  such  services. 

We  could  retrain  workers,  but  for  what  kinds  of  jobs  and  where.     I 
began   by  focusing  on  Oregon's  smaller  rural  communlties-those 
that  did  not  have  the  local  staff  ready  to  cope  with  the  economic 
realities  ahead.     Two  years  ago  the  decision  was  made  to  'spin-out* 
the  OEDD  program  into  a  private  non-profit  to  broaden  the  funding 
base-thus  RDI  was  created.     I  was  hired  as  the  executive  director. 

RDI    Programs 

RDI  has  a  several  step  process  that  we  take  communities  through  in 
getting   them   prepared  for  economic  diversification. 

Step  1   -     Perform  an  economic  assessment  of  strengths, 
weaknesses,  opportunities  and  threats  (SWOT)  to  provide  a 
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common  information   base  for  community  residents  and  a  realistic 
appraisal   of  future    opportunities  for   economic  diversification, 
given  tfie  wealcnesses  and  tfireats. 

Step  2  -    Organize  a  Community  Response  Team  that  wili  tal<e 
responsibiiity  for  thinking   strategically  about  an   economic  future 
that  is  both  realistic  and  bold  and  will  make  the  commitment  to 
help  implement  a  plan. 

Step  3  -     Develop  a  strategic  action  plan  for  the  communities 
future  around  the  building  blocks  of  rural  development: 

•  business  development 

•  workforce    development 
'  physical     infrastructure 

•  quality   of   life 

Step  4  -  Provide  leadership  training  through  the  Rural  Futures 
Forum  for  identified  emerging  and  existing  leaders  from  the 
Community  Response  Teams  that  have  successfully  developed  a 
strategic  action  plan.     This  program  also  provides  the  opportunity 
for  the  leaders  in  small  rural  communities  to  get  to  know  and 
learn  from  each  other. 

Step  5  -  Help  communities  implement  their  strategic  action  plans 
by  providing  technical  assistance  where  needed  to  assure  that 
projects  get  funded  and  completed.     With  input  from  our 
communities,  we  initiate  new  programs  that  can  help  them 
realize  their  future  economic  vision. 

The  attached  sheet  lists  the  communities  in  Oregon  that  RDI  has 
been  involved  with.     We  have  done  assessments  in  78  communities 
and  over  half  have  finished  their  strategic  action  plans  and  are  in 
the  process  of  Implementation. 

Problem*    in    Rural    Communities 

I  believe  from  our  experience  there  are  three  main  problems  facing 
rural    timber-dependent    communities: 

1.     Rural  communities  suffer  from  deferred  maintenance  and  do 
not  have  the  physical  and  organizational  Infrastructure  to  provide 
ready  access  to  new  job  opportunities  for  laid-off  workers.     Many 
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communities  have  no  industrial  land  except  for  the  closed  mil! 
site.    Many  have  inadequate  sewer  and  water  to  accommodate  any 
growth,  plus  there  is  inadequate  housing,  health  care  and 
educational  opportunities  to  support  new  business. 

2.  Most  smaller  rural  communities  do  not  have  the  local  staff  to 
access  resources,  nor  do  the  local  and  regional  agencies  (Councils 
of  Governments,   Economic  Development  Districts)  which  provide 
some  of  the  program  services  have  adequate  staff  to  help  people 
solve  problems  and  get  the  help  they  need. 

3.  Federal  programs  are  designed  to  weed  out  the  occasional 
abuser,  thus  becoming  overly  bureaucratic  and  restrictive  in  how 
funds  can  be  spent.     While  we  deplore  misuse  of  government 
funds,  in  our  fervor  to  reform  the  system,  we  are  regulating 
businesses  and  communities  to  death.     Also,  many  of  the 
regulations  are  designed  for  urban  areas  that  don't  take  into 
account  the  lighter  population  density,  lack  of  resources  and 
technical  expertise  in  rural  areas.     For  example:     new  landfill 
requirements  are  forcing  the  closure  of  most  rural  landfills,  even 
though  they  are  no  where  near  capacity  and  in  the  case  of  arid 
eastern  Oregon  there  are  little  chance  that  they  will  leach  into 
the  water  supply. 

4.  Rural  areas  do  not  have  either  the  private  or  public  capital  to 
invest  in  firms  or  the  infrastructure  needed  to  attract  new  firms. 
In  Oregon,  timber  receipts  were  a  primary  funder  of  county 
government,  road  and  schools.    Much  of  these  funds  have 
disappeared  with  the  reduced  level  of  cutting  timt)er  in  the 
National  Forest.     While  there  is  some  temporary  relief  from  the 
Clinton   Northwest   Economic   Adjustment   Initiative,   over  the   long 
run  it  will  be  difficult  to  make   investments  with  no  replacement 
revenue.     In  addition,  many  of  the  federal  programs  require 
matches  which  can  not  be  met  easily  in  rural  areas  and  they  do 
not  fund  start-up  companies  which  will  likely  be  the  primary 
source  for  new  jobs  in  rural  areas  as  former  mill  workers  resort 
to  starting  their  own   business  in  order  to  stay  economically 
viable  in  their  hometown. 

RDI's     Redevelopment    Initiative* 

Currently,  in  the  Implementation  phase  of  RDI's  work  we  have  four 
initiatives  under   way. 
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•  One  is  to  determine  the  needs  and  opportunities  of  tourism 
related  development  in  eigtit  rural  communities.     This  will 
include  a  detailed  assessment  of  each  community,  identifying 
both  the  public  facility  needs  and  the  private  business 
opportunities  available  from   expanded  tourism   activity. 

•  The  second  initiative  is  a  similar  effort  in   revitalization  of  small 
town   downtown   commercial   districts.      This   is  a  joint  effort 
between  RDI  and  the  Oregon  Downtown  Development  Association 
based  on  the  declared  needs  of  many  small  towns  to  improve  the 
appearance  and  opportunities  in  their  commercial  core  to  attract 
new  residents  and  employers  and  to  improve  existing     businesses. 

The  third  initiative  is  redeveloping  old  mill  sites.     We  are 
currently  helping  the  town  of  Oakridge  undertake  a  major  project 
to  purchase,  clean-up  and  rehabilitate  the  260  acre  Bald  Knob 
mill  site.     There  are  already  three  small  valufl-added  wood 
products  operations  at  the  site  and  we  nope  when  me    buildinjjs 
are  ren^hilitated  it  can  accpmrno^te  more  and  in  othei 
industries  besides  wQfid  products. 

Based  on  our  experience  with  Oakridge,  we  have  formed  a 
partnership  with  Pacific  Power  and  OEDD  to  pursue  Title  IX 
Economic  Development  Administration  funds  to  do  the 
reconnaissance  and  feasibility  on  eight  more  sites  in  Oregon.     We 
do  not  expect  these  sites  to  necessarily     be  retooled  for  major 
value  added  wood  products  like  doors  or  molding,  but  rather  serve 
as  a  home  for  small  entrepreneurial  efforts.     By  combining  these 
new  sites  with  our  fourth  initiative  we  hope  to  spawn  local 
businesses. 

•  The  fourth  initiative  is  to  train  local  business  assistance  teams 
in  rural  communities  to  be  able  to  identify  and  respond  quickly  to 
the  needs  of  existing  businesses  or  'budding  entrepreneurs'.     There 
are  many  helpful  programs  already  in  existence,  but  many  people, 
particularly  in  rural  communities  do  not  know  about  them.       This 
same  project  would  provide  small  amounts  of  funding  for  direct 
technical  assistance  when  the  needed  service  could  not  tie 
provided  by  another  agency  or  program. 

Small    Buslnes*    Activities    and    Need* 
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I  have  enclosed  the  most  recent  version  of  what  is  popularly  called 
the  Barriers  Report  submitted  by  the  State  of  Oregon  to  Peter  Yu  is 
the  development  phase  of  the  President's  Northwest  Economic 
Adjustment   Initiative.      It   details  problems  with   federal   programs 
that  impede  their  service  of  businesses  and  communities  In  rural 
areas. 

Let  me  leave  you  with  one  story  however  which  illustrates  part  of 
the  problem.     Four  years  ago,  Harney  County  finally  accumulated  the 
match   requirements  from   state   lottery  dollars   (Regional   Strategies) 
for  an  EDA  revolving  loan  fund  (RLF).    These  funds  require  that  the 
borrower  provide  2/3  of  the  needed  funding  to  get  1/3  from  the  EDA 
RLF.     Many  small  and/or  start-up  businesses  tried  to  apply  for  the 
money,  but  they  could  not  raise  the  2/3,  prim^xUv  because  the  banks 
are  not  willing  to  tajse  ibat  naiich  .risk  ln_rurai  aiaas  for  fear  that 
they  will  get  stuck  with  noa-Qfirtormin^JSians  and  no  viable 
collateral  lo  back  them  up.     Consequently  it  took  three  years  for 
Harney  County  to  loan  out  the  money  and  then  it  went  only  to  'big 
deals',  the  largest  one  using  New  York  banks  for  the  2/3  match.    One 
must  ask  whether  the  program  accomplished  its  purpose  as  several 
small  firms  went  without  the  needed  funding  and  thus  the 
opportunity  to  create  new  jobs  was  lost. 

Note:  This  is  still  in  draft  form.     I  will  finish  on  Monday.    Do  you 
want  an  advance  copy  of  the  barriers  report  or  have  you  already 
received  a  copy.     I  will  also  k>e  checking  on  some  figures  for  ttM 
wood  products  information  you  requested. 
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Testiniony  of  Piul  Sommen,  Fti.D. 

Research  DlrKlor,  Notihwen  Policy  Center 

Univenhy  of  Wtahiogton,  Seattle 

December  15, 1993 


Rfllttvant  Northwflst  Policy  Cwitar  R^aftarch 

Tbe  Northwest  Policy  Center  is  an  applied  research  group  assisting  elected  offici^  and  other 
policymakers  in  devising  and  implementing  strategies  to  improve  the  economic  vitality  and  ecological 
sustainability  of  a  Tive  state  region  in  die  Pacifk;  NonhwesL  Our  wcnk  has  been  ^pported  by  grants  fironi 
foundations  and  corporations,  as  well  as  contracts  with  federal,  state,  and  local  gdvemments. 

Historically,  much  of  diis  region  has  supported  itself  through  exploitation  of  natu^Bl  resources  including 
timber,  fisheries,  and  mineral  or  energy  resource  deposits.  In  many  of  these  resoijrce  dependent 
communides,  resource  limits  and  increased  prodocdvity  have  lead  to  an  economic)  crisis.  Fewer  family 
wage  jobs  are  available,  and  many  Camilies  are  forced  to  move  to  urban  areas  to  a4cept  lower  wage  service 
sector  jobs,  resulting  in  a  major  drop  in  their  standard  of  living.  Others  remain  behind  in  rural  areas, 
trapped  in  poverty.  Local  governments  have  struggled  with  the  disappearance  of  ^uch  of  their  tax  base  at 
the  same  time  as  demands  for  social  services  have  increased. 

Consequently,  a  major  focus  of  the  Northwest  Policy  Center  over  die  past  six  yea^  has  been  on  strategies  ' 
to  redevelop  resource  dependent  local  area  economies.  We  have  carried  out  rese^h  and  technical 
assistaitce  projects,  and  we  have  convened  many  local,  statewide,  and  multistate  n^gional  groups  to  discuss 
and  advance  best  practices  for  enhanced  economic  and  ecological  vitality.  We  art  convinced  tftat 
significant  vitality  can  be  achieved  through  adding  more  value  to  locally  produced  resources,  by  respecting 
and  enhancing  the  environment,  and  by  focusing  on  human  skills  needed  in  a  fast  paced,  globalized 
economy. 

Rolea  Of  Government.  Community  Developmant  Groups,  industry  Groups. 
And  Environmental  Organizations 

It  is  our  conclusion,  based  on  S  years  of  involvement  in  rural  Northwestern  comnlunities,  diet  govemnient 
at  all  levels,  community  and  industry  groups,  and  environmental  organizations  all  have  a  role  lo  play  in 
redeveloping  the  resource  dependent  areas.  Environmental  groups  artd  industry  have  special  roles  to  play. 
In  the  past  they  have  often  been  combatants  pursuing  fundamentally  diCTerent  visions  of  land 
management  A  new  spirit  and  paradigm  were  demonstrated  at  the  presidential  forest  conference,  with 
dmber  company  ofncials  and  environmental  group  rqnesentatives  talking  about  a  new  ecosystem 
approach  to  timberland  management  Through  greater  awattrtess  of  the  inter-relitedness  of  different 
forms  of  animal  and  plant  life,  including  human  interactions  with  the  rest  of  the  Ecosystem,  a  new 
resource  economy  can  be  constructed  that  respects  and  takes  advantage  <rf  new  possibilities  opened  up  by 
the  ecosystem  approach. 

Definition  and  application  of  Uiis  new  approach  may  lead  to  a  variety  of  more  cooperative  approaches  to 
forest  issues.  There  was  also  agreement  that  past  environmental  damage  needs  td  be  conected,  and  that 
die  correcdon  process  can  provide  employment  for  many  workers  displaced  from  timber  harvesdng  jobs. 
On-going  environmental  restoration  and  enhaitcement  projects,  many  started  by  environmental  groups 
and  some  by  industry,  are  pioneering  the  technology  of  restnation.  Simultaneously,  new  forest  products 
including  greens,  roots,  berries,  mushrooms,  and  herbs  can  be  marketed  to  provicje  additional  income 
flows  from  the  fbrest  It  would  be  helpful  if  more  environmental  groups  recogn!^  and  supported  dte  few 
who  are  taking  this  positive  approach,  and  if  industry  would  adopt  more  of  these  bttctices  on  its  own 
lands.  In  both  camps,  there  is  strong  resistance  to  going  down  the  only  padi  that  can  bring  an  end  to  die 
legal  stalemate,  improve  die  environment,  and  provide  Jobs  all  at  the  same  time. 
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OovenuneaCt  role  in  this  procesi  is  lo  support  it  fiflanciaOy  to  the  extent  posable  In  difOcult  times,  snd  lo 
provide  in  ippfoprUte  p<^y  frunework  and  management  envifonmatt  to  make  iich  projects  possible. 
State  govenuncnt  in  Washington  has  pioneered  aspecu  of  the  ecosystem  approaci^  through  iu  watershed 
management  process  initiated  in  recent  years.  Both  federal  and  state  government  heed  to  find  ways  to 
extend  this  approach  to  more  forest  lands.  A  crucial  role,  and  one  dial  will  be  haijd  to  fund  in  the  cunenl 
budgetary  climate  is  p  orovidt  support  for  aggressive  t^*^*'*'^*  "M  dorJoQincill  ejfforts.in  a^an'^y* 
mqnaaemeot  tf^ts  The  devdcqxnent  of  new  lecnoology  in  these  areas  is  the  key  to  partially  reopening 
foresu  that  are  being  set  aside  as  protected  habitat  in  the  conent  federal  forest  mahagement  Arategy.  If 
the  research  efforts  are  not  supported  adequately,  the  federal  foiests  wiO  remain  fdrever  dosed  to 
productive  human  activity,  and  the  fate  of  other  species  will  not  be  wen  understooil  or  protected  either. 

Community  development  groups  must  increasingly  recognize  that  obdurate  resistance  to  environmental 
regulation  can  impede  the  development  process,  and  that  environmental  restoratiai  can  provide  jobs 
directly,  and  that  additional  jobs  are  likely  to  appear  through  tourism  and  location  of  increasingly 
footloose  entrepreneurs  in  areas  with  a  favorable  quality  of  life.  Rather  than  resisting  the  a;>plication  of 
new  forest  practices  or  wetlands  regulations,  the  job  of  kical  development  groups  must  become  one  of 
fmding  strategies  to  market  these  areas  on  quality  of  life  grounds,  and  ways  lo  add  more  value  to  the 
timber  and  non-timber  resources  that  will  be  available  outside  ofpnuciti  federal  forest  areas. 
Admittedly,  these  tasks  will  not  be  easy  given  the  extent  of  closure  of  the  fed<tral  forests.  Thus  an 
additional  task  is  to  take  maximum  advanuge  of  the  redevelopment  support  diat  ik  becoming  available.  A 
major  revenue  producing  activity  in  these  regions  io  the  mondis  to  come  will  be  ^rant-writingl 

Problamg  In  fodgrsi  program  Implamantatlon 

State  governments  in  Oregon  and  Washington  have  been  focused  on  redevelopment  of  timber  dependent 
region  near  federal  timberlands  since  the  litigation  over  ancient  forest  issues,  especially  the  spotted  owl 
case,  began  to  result  in  large  scale  forest  closures  in  1990.  However,  only  after  ihlc  1993  presidential 
timber  summit  has  the  federal  government  declared  itself  to  be  a  partner  in  assisting  this  region  in 
transitioning  to  a  new  and  desirable  future  economy.  As  an  analyst  watching  wh^  has  been  going  on  in 
these  sutes  over  the  last  four  years,  I  am  very  happy  to  find  new  leadership  at  thelfederal  level  declaring 
that  it  will  help  the  region.  It  always  seemed  just  to  roe  that  if  the  federal  govemihent  was  going  to 
impose  new  rules  on  the  foresu  in  the  name  of  environmental  protection,  then  it  should  provide  help  to 
the  humans  harmed  by  this  decision. 

However,  the  humans  in  harms  way  have  not  had  the  luxury  of  waiting  for  the  fe/tcral  government  to 
change  its  polky  and  arrive  on  the  scene  with  some  significant  redevelopment  as'istance.  Over  the  last 
four  years,  real  humans  have  been  laid  off;  they  have  seen  their  wood  products  cotnpanies  closed;  they 
have  seen  main  streets  virtually  boarded  up;  they  have  seen  their  tax  base  disappear.  With  significant 
help  ftom  their  state  governments,  these  humans  have  already  started  the  redevelopment  process.  Their 
strategies  range  from  secondary  wood  product  industry  development  to  broadeniji|g  the  range  of  products 
extracted  from  the  forest  to  tourism  and  industrial  attraction.  The  last  activity,  a  mainstay  of  economic 
development  in  the  rest  of  the  country,  is  unlikely  to  produce  substantial  benefits  'in  the  mountains  and 
valleys  of  the  coastal  timberlands.  Adding  more  value  to  local  resources  through  industrial  activity  and 
tourism  is  the  best  strategy  possible  under  difficult  circumstances. 

The  first  problem  for  the  federal  government  is  to  figure  out  how  to  aid  and  abet  Ihis  process  rather  than 
starting  over  from  ground  zero.  The  State  and  Regional  Community  Economic  Fievitalization  Teams 
(State  and  Regional  CBRTs)  are  an  appropriate  response  to  this  situation.  By  placing  sute  and  local 
people  on  a  board  that  will  allocate  federal  resources,  local  strategies  should  be  relspected.  However,  I 
have  been  told  that  federal  officials  ultimately  have  the  decision  power,  the  presence  of  non-federal 
members  on  these  committees  have  reduced  them  to  the  status  of  advisory  committees.  To  remain 
credible  under  these  circumstances,  federal  officials  need  to  be  very  responsive  to  non-federal  CERT 
member  advice  and  very  careful  to  sute  legal  or  other  reasons  for  taking  a  diflerent  direction  should  that 
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become  neceuary.  In  the  k>ng  ran,  •  better  legal  ttraciui*  for  t  true  fedenl/sute^ocal  partnership  may 
Deed  to  be  devised  by  the  Congreu. 

To  thdr  credit,  federal  officials  in  the  regional  officet  have  not  waited  for  these  isiues  to  be  lesoived  in 
some  cases.  Such  agencies  at  the  Forest  Service  and  the  Bcooomic  DevelopnieatUdinimMnaion  have 
been  using  availd>le  funds  to  assist  impacted  areas.  Another  delicate  activity  willbe  pullifig  these 
existing  projects  and  comrnitments  inside  the  decisJoomaking  iSramewortc  of  the  n^w  federal/state  process 
without  upsetdng  the  momentum  that  their  actions  has  created. 

Problama  fflclna  communities  -  capital,  rasourca.  skill,  otri<ir 

Redevelopment  of  a  itgion  that  has  historically  been  based  on  forestry,  logging,  k,id  primary  product 
milling  is  a  difficult  problem.  The  desirable -future  is  clear  -  a  local  economy  with  slgnijScant 
manufacturing  or  other  family  wage  activity  -  but  the  path  to  that  future  is  not  always  apparent.  Local 
residents  may  lack  dte  entrepreneurial  experience,  wockfoice  sldll  base,  and  infraStnicture  to  pursue  a 
significant  diversification  into  such  expanding  sectors  as  high  tech  manufacturing  and  services,  or  to 
compeit  in  a  globalized  manufacturing  economy.  A  sensible  strategy  under  these  circumstances  is  to 
begin  with  the  locally  available  resources  and  fiitd  ways  to  add  significantly  morr'value  to  these  resources. 
If  wood  fiber  has  been  leaving  town  only  in  the  form  (^polp  or  2x4s,  the  next  step  may  be  development  of 
secondary  processing  that  can  use  some  of  the  highest  quality  timber  to  make  fun|iture.  building 
components,  or  boats;  and  some  of  the  downfall  from  primary  and  other  secondaiV  manufacturing  to  make 
cut  stock,  accessories,  or  even  chopsticks.  The  beauty  of  secondary  wood  process[ng  is  that  so  many 
potential  products  and  markets  are  available  that  it  is  hard  to  decide  where  to  staik.  With  many  expanding 
economies  around  the  Pacific  Rim  and  an  Increased  appreciation  for  renewable  retsources  in  domestic 
markets,  there  is  plenty  of  room  for  entiepieneurs  to  Gnd  a  niche. 

The  problem  facing  these  communities  is  seldom  business  capital  in  isolation.  Certainly  a  great  deal  of 
money  will  be  required  to  build  new  planu  and  equip  them  with  state  of  the  art  mkchinoy.  However,  the 
more  diflkult  pioblem  is  building  a  convincing  case  for  each  plant  and  project  thftt  wiD  attract  private 
capital  for  profit-making  private  businesses.  Public  money  is  needed  to  provide  -hfrastructure  and  for 
transitional  support  systems  for  workers  and  entrepreneurs  as  they  woric  through  this  transition.  Just 
setting  up  some  revolving  toan  funds  may  not  work  very  well.  Debt  alone  will  ndt  meet  the  capital  needs 
of  new  and  expanding  businesses.  New  equity  will  also  have  to  be  provided  throiigh  grants  and  efforts  to 
involve  more  private  capital.  Furthermore,  efforts  to  bring  in  new  coital  need  tolw  accompanied  by 
some  first  class  technical  assistance.  Technical  assistance  is  needed  to  make  surd  diai  dte  Kinds  are  used 
to  implement  sensible  business  projects;  to  ensure  that  entrepteneurs  are  aware  o^  global  market  trends, 
suie  of  the  art  processing  technology,  improved  product  design  expertise,  and  sc^histicatsd  management 
techniques:  and  to  retrain  workers  for  the  jobs  that  are  being  created  in  their  cominunities. 

There  are  sevetal  models  in  this  region  and  other  pare  of  Ae  country  to  show  hoi^  capital  and  technical 
assistance  can  be  effectively  integrated  to  support  local  area  development.  Soudiihore  Bank  has  been 
significantly  involved  in  projects  in  Arkansas  and  nordteni  Kfichigan;  the  successes  of  these  projects 
demonstrate  the  power  of  integrating  technical  assistance  with  the  injection  of  new  capital.  That 
integrated  model  has  been  brought  to  the  Northwest  through  »n  interesting  experiment  in  the  Willapa  Bay 
area  which  involves  a  Southshore  subsidiary,  an  environmental  organization  called  Ecotrust,  and  local 
area  leaders.  These  organizations  are  attempting  to  create  a  sustainable  long  term  fuhire  for  Willapa  Bay 
through  creation  of  ecologically  sensitive  businesses. 

Seclorally  focused  and  indusny  lead  programs  in  the  Northwest  show  another  prcimising  path.  WoodNet 
on  the  Olympic  Peninsula  is  a  secondary  wood  products  network  serving  over  30d  firms  that  has  brought 
ftate-of-the-an  marketing  techniques  to  smaU  flnns  making  building  components,  boau.  musical 
insnumenu  and  accessory  items.  WoodNet  is  now  engaged  in  a  federally  fumted  feasibility  study  to 
determine  if  a  manufacturing  technokigy  center  can  assist  its  flnemben  in  reaching  new  levels  of 
•ophlstication  in  their  manufacturing  technology,  as  well  as  helping  tftem  devek>^  new  producu  and  leach 
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their  wofken  how  to  lue  new  Unds  of  equiptneiM.  WoodNei's  successes  have  iewi  b>  aneropts  to  farm 
additional  networks  in  three  different  areas  in  Washiogton.  as  well  as  a  netwMk  among  defense  dependent 
manuftctuiing  finns  in  the  Puget  Sound.  In  addition,  the  State  of  Oregon  has  launched  over  thirty 
networks  in  a  number  of  manufacturing  sectors  through  its  Key  Industries  prograjb*  I  e]q)ect  to  see  a 
number  ot  new  netwodu  emerging  in  these  states  and  their  neighbors  to  the  east  ind  north  based  on  the 
successes  of  these  oetwork  experiments. 

The  Oregon  Wood  Produces  Competitiveness  Corporation  is  unique  expenment  iii  state-initiated  atctonl 
devekqxnent.  With  an  initial  appropriation  from  the  state  legislature,  the  industry  itself  was  put  in  charge 
Of  finding  strat^es  to  expand  this  critical  sector  in  Oregon's  resource  based  economy.  A  seven  member 
board  of  industry  members  is  working  with  a  small  ttaff  to  devise  capital.  educati|>n,  and  marlceting 
Strategies  to  assist  several  hundred  industry  members  in  surviving  and  expandingjin  the  new  era  of 
constrained  federal  timber  supply.  The  organization  started  out  within  a  pubUc  SQCtor  legal  frameworic 
but  has  been  transformed  into  a  not-for-proru  corporation  with  the  support  and  re^dual  funding  from  the 
state.  As  an  organizational  vehicle  that  can  engage  the  entire  industry  in  secondary  wood  productt 
industry  in  Oregon,  the  Corporation  has  a  uniqoe  promise  of  providing  assistance  at  a  scale  that  can 
significantly  aid  the  transformation  this  industry  must  weather  in  the  yean  aheadi  At  the  point  this  is  just 
a  promise;  the  organization  is  too  young  to  have  accomplished  many  of  its  goals. 

Federal  Gqv^rnmant  RoIm 

These  examples  demonstrate  that  redevelopment  is  possible  if  new  capital  is  com|>ined  with  technical 
assistance  in  such  a  way  as  to  induce  significant  innovation  within  individual  furts  and  groups  of  Turns 
with  common  goals.  Where  does  government  fit  into  this  picuire?  First  of  all,  it  takes  money  to  launch 
networks  and  sectoral  programs.  None  of  these  efforts  would  have  been  possible  without  grants  from 
government  agencies  or  private  foundations.  In  addidon  to  providing  revolving  iban  funds  for  individual 
businesses,  the  federal  government  should  consider  establishment  of  a  nexible  fu^d  to  provide  startup 
grants  for  sectoral  programs  or  networks  in  the  timber  impacted  regions.  With  the  ability  of  these 
organizations  to  reach  dozens  of  entrepreneurs,  government  agencies  providing  bU&iness  services  should 
also  be  aware  that  tfiese  organizations  are  ideal  clients  who  can  extend  the  reach  if  their  services  very  cost 
efliectively.  A  great  deal  of  support  will  be  needed  to  help  these  young  organizations  succeed,  thereby 
helping  a  promising  industry  in  reaching  its  business  goals  aitd  the  region  in  builtting  a  nKxe  vital  future. 

One  policy  goal  that  the  new  Administration  has  stressed  is  effective  integration  of  the  efforts  of  several 
different  fedcnl  government  departments,  and  dozens  of  separate  agencies  withii  diese  departments. 
This  is  a  tail  challenge,  one  that  has  been  tackled  with  some  success  in  the  State  6f  Washington  by  an 
inter-agency  timber  team  headed  by  an  mdividual  reporting  direcdy  to  the  goven(ar.  Analogous 
structures  are  being  created  in  Washington,  D.C.  to  cope  with  the  agerKy  integration  challenge  at  die 
federal  level  wboe  the  complexity  of  the  problem,  the  power  of  entrenched  interests,  and  the  confounding 
influence  of  issoes  in  odicr  regions  and  fields  of  interest  will  provide  additional  bunUes.  Only  consisMK 
atieiuion  from  die  highest  levels  of  the  Administntion  will  keq>  diis  efTon  on  taikei  over  time.  The 
Congreu  can  play  an  important  role  here  by  asking  the  right  questioits  at  the  riglH  times  and  places  M> 
ke^  the  Admiaistraiiaafbcttsed  on  this  issue  and  this  i^ecetrf  the  natkM'sprecklus  ecosystem.  The 
importance  of  diatoversighltok  cannot  be  underestimated.  And  of  course  we  hope  that  the  Small 
Business  Subcomnittee  will  do  what  it  can  to  assure  th«  the  needed  fnodinf  is  abo  fonhcomingi 
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TESTIMONY  TO  THE  SUBCOMMITTEE  ON  REGULATION,  BUSINESS 
OPPORTUNITIES.  AND  TECHNOLOGY 

by  Wes  Hare,  Oakridge  City  Administrator 

December  15.  1993 

Oakridge,  Oregon,  the  town  where  I  live  and  work,   Is  a 

community  of  about  3.200  people  located  140  mlle«  southeaat  of 

Portland  in  the  Cascade  Mountains.   We  are  famous  as  Oregon's  best 

example  of  a  timber  dependent  community  devastated  by  reduced 

harvest  on  Federal  lands.   Incidentally,  we  are  also  famous  as  the 

"slogan  capital  of  the  Northwest"  with  nicknames  that  include:  "The 

Tree  Planting  Capital  of  the  World";  the  "Gem  of  the  Cascades";  the 

"Gateway  to  a  Recreation  Paradise";  the  "Heart  of  A  Timbered 

Empire"  and,  finally,  "The  Town  That's  Been  Through  the  Mill".  The 

nicknames  express  the  different  ways  Oakridge  has  seen  itself  or 

been  seen  during  its  60  plus  years,  but  all  of  the  slogans  reflect 

the  importance  of  the  national  forest  aurrounding  Oakridge  for  at 

least  20  miles  in  all  directions. 

The  community's  last  mill  closed  in  1990  when  the  Bald  Knob 

Land  and  Timber  Company  shut  down  Its  Oakridge  veneer  plant  and 

laid  off  more  than  130  workers.   Bald  Knob's  bankruptcy  followed 

Pope  and  Talbot's  saw  mill  closure  In  1989  that  put  nearly  300  mill 

workers  and  loggers  out  of  Jobs.   The  impact  of  these  closures  and 

the  general  decline  of  the  Industry  in  and  around  Oakridge  was 

crippling.  Oakrldge's  population  declined  by  17.9  percent  between 

1980  and  1990.  Median  household  Income  dropped  by  28.9  percent  and 

nearly  one  quarter  of  the  town's  houaeholds  fell  below  the  poverty 

level.   The  1990  census  measured  unemployment  at  13.9  percent,  but 

a  survey  conducted  by  Portland  State  University's  Center  for 
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Population  Research  in  March  1990  reported  a  rate  of  18.3  percent. 
All  of  these  statistics  predate  significant  Forest  Service  lay  offs 
and  transfers,  the  closure  of  the  logging  supply  company, 
reductions  at  the  sand  and  gravel  company,  Southern  Pacific  cut 
backs  and  countless  small  business  failures. 

Oakridge's  first  response  to  the  closure  of  the  Pope  and 

Talbot  mill  was  to  conduct  a  town  hall  meeting  in  July  1989  to 

gather  ideas  for  a  development  strategy.   By  September,  a  group  of 

citizens  working  with  the  Oregon  Economic  Development  Department's 

Community  Initiatives  program  and  the  Lane  Council  of  Governments 

(LCOG)  began  the  first  Oakridge  Community  Economic  Development 

Plan.   The  strategy  developed  by  the  group  was  adopted  by  both  the 

Chamber  of  Commerce  and  the  City  Council.   The  plan  called  for  the 

creation  of  jobs  through  business  and  industrial  development; 

improving  the  image  of  the  town  through  a  beautlf icatlon  program; 

the  development  of  a  broad  based  tourism  and  recreation  industry; 

and  improved  services  for  retirees.   Community  leaders  recognized 

a  diverse  economy  based  on  the  natural  strengths  of  the  Oakridge 

area  offered  the  best  hope  for  the  future.   The  major  elements  of 

the  strategy  have  changed  very  little  during  the  past  four  years, 

although  new  projects  and  action  plans  wore  included  during  a  1992 

revision.      The  availability  of  additional  funds  through  the 

President's  timber  Initiative  has  allowed  Oakridge  to  plan  for  th« 

purchase  and  redevelopment  of  the  Pope  and  Talbot  mill  site  to 

achieve  the  first  goal  of  the  strategic  plan.    Abandoned  or 

underdeveloped  Industrial  properties  should  be  a  source  of  great 

hope  but  are  mora  often  •  aource  of  great  frustration,  not  only  for 
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timber  communities,  but  for  cities  and  towns  throughout  the  nation. 
At  a  time  when  almost  every  new  land  development  is  likely  to  have 
negative  environmental  consequences,  it  is  bad  public  policy  to 
allow  so  many  once  productive  industrially  zoned  lands  to  stand 
idle.  More  than  600  workers  earned  a  good  living  at  the  old  mill 
site  in  Oakrldge  and,  if  the  site  Is  left  contaminated  and 
abandoned,  there  are  no  other  sites  in  our  community  capable  of 
supporting  that  level  of  productivity.  Fortunately,  the 
environmental  Issues  seem  to  be  resolved  at  the  Oakridge  site,  but 
an  old  mill  site  now  owned  by  Lane  County  in  the  nearby  town  of 
Vestfir  is  likely  to  remain  an  abandoned  wasteland. 

Oakridge  and  Lane  County  work  closely  with  state  and  federal 
agencies  to  achieve  development  goals.  Oakridge  coordinated  the 
construction  of  a  tourist  rest  and  recreation  area  involving  the 
Forest  Service,  Lane  County,  the  Oregon  Department  of 
Transportation,  the  Department  of  Forestry  and  the  City.  We  have 
worked  for  the  past  year  with  representatives  from  Rural 
Development  Initiatives,  Inc.,  the  Rural  Development 
Administration,  the  Economic  Development  Administration,  and  the 
Lane  Council  of  Governments  to  coordinate  our  mill  site 
redevelopment  project.  The  key  to  effective  coordination  and 
cooperation  among  the  levels  of  government  is  local  administrative 
capacity.  Federal,  state,  and  regional  agencies  are  responsible 
for  such  a  wide  area  that  they  do  not  have  time  to  Initiate  and 
sustain  cooperative  ventures  with  every  small  community.  If  a 
comaunity  like  Oakridge  is  to  take  advantage  of  partnership 
opportunities  it  needs  leadership  who  can  see  the  advantage  of 
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cooperation  and  staff  to  Insure  It  takes  place.  Unfortunately,  if 
a  small  comnunlty  is  not  large  enough  or  prosperous  enough  to 
afford  staff,  there  are  very  few  helpful  programs.  The  same 
principle  applies  to  coordination  with  private  environmental  or 
timber  groups  interested  in  community  development.  Either  very 
dedicated  volunteers  or  staff  are  required  to  sustain  projects  over 
time,  and  nearly  all  worthwhile  projects  take  time.  We  are  working 
with  representatives  of  the  Public  Forestry  Foundation,  a  non- 
profit environmental  group,  timber  groups,  and  the  Forest  Service 
to  develop  what  we  are  calling  the  Oakridge-Westf ir  Community 
Forest  Trust.  Our  goal  is  to  promote  a  greater  opportunity  for 
community  stewardship  of  the  surrounding  national  forest  by 
involving  local  people  in  eco-system  management  as  well  as 
harvesting. 

I  am  somewhat  embarrassed  to  admit  that  after  six  years  as  a 
city  administrator,  I  probably  know  only  a  small  number  of  the 
Federal  programs  that  could  help  my  community.  Even  with  good 
outreach  and  publicity  by  the  agencies,  it's  difficult  to  make  the 
necessary  connections  with  small  towns.  Better  and  wider  \ise_  of 
cjjmput^ers  la.  e»-*Ai)Lttil  li^th  for  £ubltcl*tag.  aji4.  admijil^tating 
programs.  My  greatest  concern  about  the  federal  programs  I  know, 
however,  is  that  they  often  exclude  those  most  in  need.  Loans  are 
almost  never  available  for  start  up  businesses,  for  example,  when 
a  start  up  is  likely  to  be  the  only  option  available  in  an  economy 
in  transition.  Similarly,  federal  programs  emphasize  Imnediate  job 
creation,  usually  as  a  threshold  criterion  for  project  funding. 
It's  relatively  easy  to  create  Jobs  in  healthy  urban  economies,  but 
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very  difficult  in  a  sick  timber  town.  Consequently,  economic 
development  money  designed  to  help  distressed  areas  often  ends  up 
in  the  healthiest  £art  of  a  region  while  the  truly  effected  areas 
are  ignored.  Even  worse,  while  one  part  of  a  federal  agency 
develops  an  assistance  program  for  rural  communities  another  is 
implementing  a  policy  harmful  to  a  local  economy.  Many  Oregon 
timber  towns  like  Oakridge,  John  Day,  Butte  Falls,  Lowell,  Roseburg 
and  Mapleton  have  not  only  seen  mills  close  and  logging  Jobs 
disappear,  but  have  experienced  large  reductions  in  Forest  Service 
jobs.  Ironically,  the  Forest  Service  is  offering  significant 
community  development  grant  money  at  the  same  time  it  is  slashing 
what  are  often  the  last  remaining  family  wage  Jobs  in  town.  The 
most  successful  development  projects  will  not  replace  the  loss  of 
these  Jobs  and  the  contribution  educated  Forest  Service  employees 
make  to  the  community.  Managing  a  forest  for  ecosystem  values 
should  not  require  fewer  people  than  managing  for  timber 
production.  I  should  emphasize  that  while  I  am  sometimes 
frustrated  by  federal  program  rules,  I  am  very  appreciative  of  the 
assistance  agencies  provide.  I  also  recognize  the  political 
difficulty  of  creating  programs  that  must  satisfy  a  broad  range  of 
interests  yet  may  only  have  a  moderate  chance  of  success. 

The  kinds  of  redevelopment  j^rpjects  that  deserve  more  fednral 
support,  in  my  opinion,  are  partnerships  involving  as  many 
Interests  as  possible.  Oregon's  timber  communities  are  working  on 
ideas  as  diverse  as  publicly  owned  golf  courses  watered  by  treated 
effluent  to  a  museum  dedicated  to  Antarctic  exploration.  If  these 
comnunitles  are  able  to  attract  the  Interest  of  their  own  citizens, 
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private  business,  and.  other  levels  of  government,  they  probably 
deserve  federal  support.  Support  could  include  more  direct  grants 
or  loans  to  local  government  and  staff  positions  in  rural 
communities.  Receiving  a  federal  grant  is  a  cause  for  both 
celebration  and  mourning  in  a  small  town  with  limited 
administrative  capacity.  The  money  is  extremely  useful,  but  the 
requirements  to  interview  workers  to  insure  compliance  with  Davis- 
Bacon  wage  rates,  to  conduct  accessibility  studies,  to  implement 
drug  free  work  place  programs,  to  adopt  policies  dealing  with 
housing  discrimination,  to  name  a  very  few,  are  a  real  problem  for 
small  communities.  Regulatory  relief  and/or  staff  support, 
possibly  through  a  program  like  the  President's  National  Service 
proposal,  would  be  very  useful. 

Finally,  Oregon's  timber  towns  should  not  be  viewed  as  a 
liability  whose  decline  mast  be  managed.  Many  of  these  towns  were 
among  the  most  productive  communities  in  the  country  Just  a  short 
time  ago.  The  people  are  educated  and  accustomed  to  work.  Our 
challenge  is  not  to  create  another  Appalachian  Commission  to  help 
a  region  incapable  of  helping  itself,  but  rather  to  insure  the 
preservation  and  continued  health  of  a  valuable  national  asset. 
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STATEMENT  OF  TOM  TUCHMANN,  SPECIAL  ASSISTANT  TO  THE  SECRETARY  OF 
THE  INTERIOR,  BEFORE  THE  SUBCOMMITTEE  ON  REGULATION,  BUSINESS 
OPPORTUNITIES,  AND  TECHNOLOGY  COMMITTEE  ON  SMALL  BUSINESS, 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES  AT  A  FIELD  HEARING  ON 
FEDERAL  PROGRAMS  AS  THEY  MAY  ASSIST  COMMUNITY  DEVELOPMENT 
EFFORTS,  BUSINESS  RENEWAL  PROGRAMS  AND  ECONOMIC  RESTORATION 
STRATEGIES  FOR  TIMBER-INDUSTRY  DEPENDENT  COMMUNITIES  IN  THE 
PACIFIC  NORTHWEST 


I  am  pleased  to  be  here  today  to  discuss  the  efforts  and  goals  of  the  interagency  group 
known  as  the  Small  Business  and  Secondary  Manufacturing  Study  Group. 

Recognizing  the  importance  of  timber  and  forests  to  the  economy  and  jobs  in  the 
Region,  President  Bill  Clinton  made  a  commitment  to  strengthen  small  businesses  and 
secondary  manufacturing  in  the  wood  products  industry.  Small  business  is  the  heart 
and  soul  of  many  rural  communities  and  it  is  estimated  that  secondary  manufacturing 
in  the  wood  products  indiistry  generates  from  4  to  25  times  more  jobs  than  primary 
manufacturing. 

Secondary  manufacturing  is  dcHned  as  those  processes  by  which  commodity  wood  and 
other  wood-based  raw  materials  are  altered  to  produce  finished  or  semi-finished  non- 
commodity  products.  Non<ommodity  products  include  furniture,  millwork,  kitchen 
cabinets,  boxes  and  other  containers,  and  mobile  homes  and  prefabricated  wood 
buildings.  Commodity  wood,  which  is  the  product  of  primary  manufacturing;  indudes 
lumber,  plywood,  and  fiberboard. 

Recognizing  the  importance  of  secondary  manufacturing  and  small  business,  we  have 
formed  a  study  group  to  develop  options  to  ensure  that  federal  actions  strengthen 
small  businesses  and  secondary  nuinufacturing  in  the  wood  products  industry.  In 
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doing  this,  we  don't  just  want  to  protect  existing  jobs  in  those  industries  -  he  wants  to 
create  even  more  opportunities. 

The  study  group  has  been  asked  to  develop  options  that  the  Administration  may  wish 
to  consider.  Each  option  will  include  a  discussion  of  the  barriers  that  need  to  be 
overcome  in  order  to  make  it  happen  and  the  consequences  that  would  occur  when  it 
happens.  ' 

There  are  a  nimiber  of  jtreas  that  must  be  addressed. 

A.  We  need  to  look  at  opportunities  for  stabilizing  timber  supply  for  small 
businesses. 

B.  We  need  to  focus  on  opportunities  for  enhancing  domestic  secondary 
manufacturing  businesses. 

C  We  need  to  create  other  preferential  wood  fiber  distribution  opportunities 
over  and  above  current  programs. 

D.  We  need  to  create  access  to  and  use  of  working  capital  to  strengthen  small 
business  in  the  wood  products  industry,  particularly  for  those  involving 
secondary  manufacturing. 

E.  We  need  more  partnerships  with  public  and  private  sectors  to  develop  and 
improve  secondary  manufacturing,  and 
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F.  Hnally,  we  need  to  improve  the  efficiency  and  amount  of  fiber  recovery 
through  improved  harvesting  and  manufacturing  technologies. 

In  doing  this,  we  must  also  recognize  medium  and  large  businesses  and  the  role  they 
play  in  providing  jobs. 

The  study  group  is  preparing  a  number  of  options  for  each  of  the  above  areas. 

During  January  we  wovild  like  to  share  our  ideas  with  you  and  others  who  are 
interested  so  that  we  may  make  improvements. 

In  closing,  Mr.  Chairman,  I'd  like  to  thank  you  for  this  field  hearing  and  the  opportunity 
to  speak  to  you  on  this  important  topic.  This  Administration  is  committed  to  helping 
Oregon,  Washington,  and  northern  California  through  this  difficult  transition.  This 
study  group  is  one  of  many  efforts  we  have  underway,  and  I  appreciate  this 
opportunity  to  share  our  perspective  with  you. 

Mr.  Chairman,  this  ends  my  testimony.   1,  or  the  study  group  Chair,  John  Combes, 
would  be  happy  to  respond  to  any  questions. 
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Mr.  Chalraan  and  nsinbers  of  the  Cosonltteet 

It  Is  ind«*d  a  plaasur*  to  ba  hcr«  today  and  to  testify  on  SBA's 
efforts  to  assist  tiaber  dependent  comnunltles  in  our  state  and 
around  the  Northwest.  You  are  already  aware  of  the  broad 
initiative  undertaken  to  inplenent  the  economic  recovery  portion  of 
the  President's  forest  plan.  We  would  like  to  focus  on  SBA's  role 
in  the  effort  and  the  initiatives  we  are  and  will  be  taking  to 
assist  these  conuunities. 

First  you  should  know  that  the  agency  is  represented  on  both  the 
forest  nanagenent  group  and  the  worker  and  community  assistance 
group.  I  an  the  agency  representative  on  the  Regional  Community 
Economic  Revltallzation  Tezua  (RCERT)  and  Kr.  Bob  Rand,  our  timber 
specialist,  is  a  member  of  secondary  products  study  group.  SBA  is 
also  represented  on  the  State  Community  Economic  Revltallzation 
Team  (SCERT)  in  Oregon. 

You  suggested  that  we  testify  on  five  specific  questions  and  we 
would  like  to  do  that  now.  Then  we  will  offer  additional 
information  for  your  consideration. 

You  asked  for  «  description  of  problems,  resource-related  and 
capital-related,  facing  our  timber  dependent  communities.  Simply 


186 


put,  the  problems  are  availability  of  capital «  particularly  small 
loans  and  loan  guarantees,  and  awareness  of  technical  assistance 
for  starting  and  managing  small  businesses.  I  should  be  clear  that 
there  is  no  shortage  of  funding  for  SBA  7(a)  loans  or  resources  to 
provide  technical  assistance.  We  will  be  able  to  meet  demand. 

The  problem  is  access  to  these  programs  by  businesses  and  financial 
institutions  unfamiliar  with  the  process.  A  second  problem  is  that 
banks  find  small  loans  difficult  to  make,  particularly  in 
communities  with  uncertain  economic  futures.  We  therefore  regard 
our  role  as  a  loan  guarantor  to  be  crucial. 

We  have  undertaken  some  initiatives  to  solve  these  problems.  We 
will  ask  for  authority  to  expand  the  territory  of  existing 
microlenders  in  the  Northwest  and  Northern  California  to  cover 
timber  communities  that  are  not  now  served.  Microlenders  provide 
small  fixed  rate  loans,  under  $25,000,  and  provide  technical 
assistance  both  in  preparing  the  application  and  in  business 
operation  after  the  loan  is  made.  In  Oregon,  Cascades  West 
Certified  Development  Company  is  our  nicrolender.  Our  office  will 
work  with  them  to  expand  their  territory  to  cover  additional 
affected  counties.  We  will  also  expeditA^ny  request  they  may  make 
to  increase  their  lending  authority  to  accommodate  increased 
demand . 

We  Will  also  provide  a  five  to  eight  day  turnaround  time  for  all 
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applications  conin?  froa  tlab«r  comaunities.   Tbay  will  b«  fast- 
tracked.  In  the  cass  of  approvals,  docunents  will  b«  sent  in  sight 
days.   Hs  fssl  strongly  that  thess  actions  will  increase  the 
accessibility  of  capital  in  coamunities  undertaking  an 
•oononic  restructuring. 

With  regard  to  technical  assistance  ve  have  taken  the  following 
steps: 

1.  The  District  will  co-sponsor  at  least  four  conferences  in 
January  for  secondary  wood  manufacturers.  The  Hood  Products 
Competitiveness  Corporation  and  the  Oregon  Bankers  Association 
will  be  the  other  oo-sponsors. 

Presenters  will  share  information  about  federal,  state  and 
local  government  finance  and  technical  assistance  programs  for 
small  business  owners.  Similar  private  sector  programs  will 
also  be  covered. 

2.  District  staff  and  ovir  funded  resource  partners  will  offer 
counselinqf,  training  and  information  referral  throughout  the 
year.  Our  funded  resources  include  six  Service  Corps  of 
Retired  Executives  (SCOR£)  chapters,  twenty  Small  Business 
Development  Centers  (SBOC) ,  and  seven  Small  Business 
Institutes  located  at  state  colleges  and  universities* 
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3.  District  staff  will  h«lp  Assign,  dsvslop,  and  inpleaent 
ssrvicss  targeted  for  currsnt  businsss  owners  and  prospective 
entrepreneurs.  Services  will  include  free  counseling,  free 
snail  business  library  resources,  low  cost  training,  and  free 
or  low  cost  technical  assistance. 

4.  Current  services  will  be  vade  available  to  all  target  client 
groups  identified  by  the  State  CERT.  Customized  services  will 
be  developed  in  partnership  with  key  Industry  associations; 
private  industry;  community  colleges,  colleges,  and 
universities;  trade  and  professional  associations;  and  elected 
officials. 

5.  PrograuDs  presented  will  include  the  following  topics:  business 
basics  (getting  started) ;  market  research  and  marketing; 
record  keeping  and  taxation;  financial  management;  personnel 
management;  automation  and  technology;  strategic  planning; 
government  regulations;  and  international  trade. 

6.  Business  development  assistance  will  be  directly  offered  to 
all  loan  applicants  from  the  designated  timber  dependent 
communities. 

That  concludes  my  formal  statement.  I  will  be  happy  to  answer  any 
questions  you  might  hav*. 
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Mr.  ChairMii  And  aeBbars  of  the  Cooailtte«t 

I  vould  lik«  to  express  »y  appreciation  for  the  opportunity  to 
appear  at  this  hearing  to  review  the  history  of  the  tinber  sale 
set-aside  procpran  and  its  inpaot  on  purchasers.  Specifically, 
I  vill  discuss  the  degree  to  which  significant  reduction  in 
overall  harvest  programs  will  affect  snail  business  and  options 
for  change  that  could  be  nade  in  the  set-aside  prograa;  and  the 
inpact  those  changes  would  have  on  both  soall  business  and  other 
purchasers  of  federal  tinber. 

HlflTQRY  or  flgr-AfllDB   PROGRAM 

The  current  set-aside  program,  now  in  its  twenty-second  year,  has 
its  roots  in  section  IS (a)  in  the  Snail  Business  Act.   SBA  was 
directed  to  work  with  agencies  to  ensure  that  snail  business 
receives  its  fair  proportion  of  the  total  sales  of  Government 
property.  The  SBA  has  interagency  agreenents  and  operating 
procedures  with  the  federal  tinber  selling  agencies  to  implement 
this  section  of  the  law.  The  present  progran  of  establishing 
set-asides,  stated  simply,  restricts  selected  tinber  sales  to 
snail  business  bidding,  if  needed,  to  ensure  small  business  the 
opportunity  to  obtain  its  historical  fair  share  of  tinber  sold. 
I  have  included  in  ny  testimony  a  description  of  the  way  the 
progran  operates.  Detailed  progran  statistics  for  fiscal  years 
1987  through  1992  are  also  attached. 
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WVBCT   OF    BIQNiriCANT   »«>tK»IOM   IM  MXUVEflT   WOtfRXMa 

Six  y«ars  ago  (FY  1987),  typical  of  previous  years,  U.S.  Forest 
Service  Region  S  (California),  Region  6  (Oregon  and  Washington) 
and  the  Bureau  of  Land  Kanagenent  (Western  Oregon),  sold  6.9 
billion  board  feet  of  tiaber.  Snail  business  purchased  4.2 
billion  board  feet.  Of  that  total,  721  nil  lion  board  feet  (auabf) 
was  purchased  as  set-aside  sales.  In  Fiscal  Year  1992,  the  total 
sawtinber  offered  in  the  sane  areas  totalled  703  nillion  board 
feet.  Small  business  purchased  331  nillion  board  feet,  13S 
nillion  as  set-aside  sales  (figures  for  FY  1993  are  not  yet 
available) .  For  snail  business  alone  that  is  a  92%  reduction  in 
purchases  of  federal  sawtinber.  Overall,  that  is  a  90%  reduction 
fron  what  was  previously  considered  a  "normal"  sales  program. 
For  firms  totally  dependent  on  federal  timber  for  raw  naterial 
supply,  the  impact  has  been  staggering.   If  this  situat.las. 
continues,  the  options  are  plain:  either  ^o  out  of  business,  or 
find  alternative  sources  of  raw  material. 

Voluae  Purchased  (nmbf )        $  Value 

(millions) 
fl^CAl/  YgA«     TOTAL SM&LL set-asides     total    smat.t. 

1987  6912      4326      721  987       597 

1992  703       331      138  249       129 

The  operation  of  the  set-aside  program  depends  on  sawtinber  sales 
being  offered.  With  only  10%  of  the  normal  progran  being 
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offered,  it  fi9urea  thet  aone  national  foreata  and/or  BLN 
diatricta  are  offerin9  little  or  no  volvne  for  aale.  Therefore, 
the  tivber  aale  aet-aaide  program  cannot  operate  noraally.  The 
Preaident'a  Foreat  Plan  proposea  that  1.2  billion  board  feet  of 
federal  tlnber  be  aold  In  Nestem  Oregon,  Western  Washington,  and 
Northern  California. 

One  benefit  of  the  timber  sale  set-aside  program  on  email 
business  purchases  has  been  the  stability  that  ia  afforded  when 
you  know  that  a  share  of  public  timber  offered  is  guaranteed  to 
small  business.  In  the  past,  this  program  haa  allowed  small 
buainess  piirchasers  and  mill  owners  to  feel  comfortable  in  maXing 
capital  improvements  in  their  business.  They  could  do  this 
knowing  that  a  steady  supply  of  raw  material  was  available. 
However,  the  guaranteed  share  of  public  timber  for  small  business 
is  only  a  share  of  what  volume  is  actually  sold.  In  a  period 
such  as  now  when  the  federal  volume  sold  has  >een  reduced  by  75%, 
or  more,  the  set-aside  program  is  reduced  by  the  same  amount.  If 
a  given  market  area  has  an  SBA  share  of  45%  and  historically  the 
public  agency  sells  150  mmbf ,  then  67.5  mmbf  would  be  the  amount 
protected  for  imall  business  by  the  set-aside  program  if  they 
were  not  able  to  buy  their  share  in  open  sales.  The  problem  that 
arisee  now  ia  that  the  federal  agencies  are  offering  a  much 
smaller  volume  and  a  45%  share  loses  its  Impact  if  you  are  only 
selling  20  Md»f :  45%  of  20  mmbf  is  only  9  mmbf. 
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snsGgsTioMs  ran  ch>kqb8  to  set-abidb  program 

On  October  1,  1993,  SBA  Adninistrator  Erskine  Bowles  net  with 
representatives  of  the  Pacific  Northwest  snail  business  forest 
products  industry.  At  this  meeting,  the  Administrator  committed 
to  do  the  following  four  things: 

1.  Work  hard  for  a  stronger  SBA  set-aside  mandate; 

2.  Work  hard  to  increase  the  supply  of  federal  timber  to  those 
small  businesses  and  communities  most  dependent  on  federal 
timber  and  the  national  forest  and  BLM  area; 

3 .  Work  hard  to  increase  the  sales  preference  given  to 
businesses  that  will  make  the  best  job-creating  use  of 
scarce  raw  matter ia Is  through  a  value-added  process;  and 

4.  To  get  as  much  as  possible  of  the  1.2  billion  of  the 
President's  plan  targeted  toward  working  capital  needs  for 
small  businesses  that  are  adversely  affected  by  the  timber 
shortage . 

A  key  element  of  the  President's  Forest  Plan  is  to  identify  and 
implement  the  best  ways  to  strengthen  small  businesses  and 
secondary  manufacturing  in  the  wood  products  Industry.  As  a 
result  of  the  declining  timber  supply  from  the  federal  lands,  the 
small  business  wood  products  industxy  will  experience  changes  in 
the  amount  and  type  of  timber  offered  from  these  lands.  This 
will  result  in  economic  changes  in  California,  Oregon,  and 
Washington. 
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The  SBA  has  b«en  working  with  th«  Interagency  Snail  Business  and 
Secondary  Manufacturing  Study  Group.  This  is  an  interagency 
group  that  was  fenned  to  develop  options  to  ensure  that  federal 
action  will  strengthen  small  business  in  the  wood  products 
industry  and  to  maintain  and  create  employment  opportunities. 
The  group  consists  of  representatives  of  the  U.S.  Forest  Service, 
Bureau  of  Land  Management,  and  the  U.S.  Small  Business 
Administration.  This  group  has  had  several  meetings  with  the 
purpose  and  intention  of  developing  a  list  of  options  to  be 
presented  to  the  Administration  for  action.   These  options  are 
presented  in  a  format  portraying  the  situation  as  it  is  now,  what 
the  proposed  change  is,  and  what  the  consequence  of  the  change 
might  be.  Whenever  possible,  costs  and  financial  benefits  are 
displayed. 

John  Combes  has  already  explained  the  proposed  outputs  of  this 
study  group  in  some  detail.  SBA's  final  actions  will  depend  on 
the  reaction  to  these  options  by  our  constituents.  The  month  of 
January  will  be  devoted  to  public  participation  and  comment.  A. 
final  report  of  the  study  group  should  be  available  in  March. 

In  closing,  I  wish  to  express  my  thanks  to  you  for  making  this 
presentation  possible.   It  is  through  the  exchange  and 
dissemination  of  information  such  as  we  have  had  today  that  we 
will  make  better  decisions  that  will  benefit  our  constituents. 
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•larv      •;.    1393  FOREST  SEViCE  SEGION  5 

3L»iWAPV  OF  TaBEB  SALE  AWAflOS  FOR  SALES  OVEfl  S2000    IN  VALUE 
BY   INOUSTDY  SIZE  AS  OEFlfCD  8Y  S8A 

FY   1987        =Y   1988       FY   1989       FY   1990       FY    !991        FY    i992 

•OTAL  SALES  AWAHDBD: 

'I'jrmcr   of   Sales 
*ital   Volume   in  **IEF 
'jtal   Valuo   in  Thousands  s 
'■vtrage  Value  per  tlEF 
Averaqo  Sale  Siie  »«F/SALE 

••<SLES  AWARDED  TO  LAHGC  BUSINESS: 

'.'iinbcr'  of  Sales  130  139 

Total    VolLme    in  tJHEF 
~otal   Value   in  Thousands  S 
Average  Value  oer  fcCF 
^v()rago  Sale  Size  WEF/%ALE 

TEN  SALES  AWAflOED  TO  BOTH  SIZE  CLASSES  OF  CONCERN: 

riijii>er   ot  Sales 

nxai  Volume  in  MJEF 

'Ota I   Value   in  Thousands  S 

'crage  Value  per  tfiF 
Average  Sale  Size  kCF/SALE 

TOTAL  SALES  AWftROEO  TO  SMALL  SLSINESS: 

'<hjT*>er   of   Sales  178  155  183  133  128 

I'otai   Volume   in  WNBF 
~otal    Value    in  Tliousandc  S 
Ai/erage  Value  per  >JBF 
Average  Sale  Size  M6F/SALE 

OPEN  SALES  AMKFCEO  TO  SMALL  OJSINESS: 


900 

996 

703 

592 

219 

206 

124.943 

142.253 

143,496 

137.127 

43.659 

67.  ;s? 

138.83 

142. B2 

204.12 

231.63 

199.36 

326. CO 

6.92 

7.17 

5.54 

4.66 

121 

2.64 

292 

275 

290 

297 

168 

175 

1.322 

1,482 

1.091 

927 

426 

261 

168,474 

197,976 

206,106 

203,268 

60.929 

81.695 

127.44 

133.59 

188.91 

219.26 

143.03 

313.01 

4.53 

5.39 

3.76 

3.12 

2.54 

1.49 

^iijTtocr   of  Sales 
Total    Volune    in  UNEF 
Total  Value   in  Thousands  S 
Average  Value  per  tlBF 
Average  Sale  Size  hGF/SALE 

Ser-ASIOE  SALES  awarded  to  StyMLL  BUSINESS: 

Nurber  of  Sales 
Total    Voluro   in  tMEF 
Total  Value   In  Thousands  S 
Average  Value  per  MBF 
varage  Sale  Size  t/BF/SALE 

■=PJPCSHT  OF  7>E  TOTAL  VOLUUE  SET-ASI06  .^OR  SUMLL  OJSINESS; 

B.I  %  8.3  \ 

r^PCetfr  OF  7V6  TOTAL  VOUAE  AHMAOED  TQ  SMALL  BUSifCSS: 

36.1  \         38.4  « 


508 

621 

472 

401 

249 

145 

57.091 

81.819 

79.599 

85,194 

27, 

,013 

49.811 

112.38 

131.75 

168.64 

212.45 

108.49 

343.53 

2.8S 

•S: 

4.01 

2.58 

2.19 

1.95 

1.16 

162 

136 

163 

170 

116 

97 

422 

486 

388 

335 

207 

55 

43,531 

55.723 

62,610 

66.141 

17 

.270 

•4,538 

103.15 

114.66 

161.37 

197.44 

93.43 

264.33 

2.60 

3.57 

2.38 

1.97 

1.78 

0.57 

16 

19 

20 

13 

12 

28 

88 

135 

84 

64 

42 

90 

13,560 

26,095 

16,989 

19,053 

9.743 

35.274 

157.67 

193.30 

202.25 

297.70 

231.98 

391.93 

5.38 

7.11 

4.20 

4.92 

3. SO 

1.21 
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.»..,w».       ..      a»o  VOHEST  5?/lCE  FEQION  8 

SLM*WY  CF  T'^ee?  SALE  AWAfiuS  FOR  SALES  CVES  S2CC0    'N  VALUE 
=y     NCUSTnY  SIZE  A3  DEFi^a)  6Y  SSA 

-OTAL  SALES  AVWflOED; 

Mjnotir   :.;  Sales 
"otsi  Vol  Line   in  ^JUBF 
~j!ii    -.'alue   in  T?»ou»ands  S 
Average  Value  par  hGF 
Average  Sale  Size  VEF/SALE 

SALES  AWAPOED  TO  LARGE  BUSINESS: 

Nunear  cf  Sales 
~Ota:   yoiuT*    'n  MCF 
"C'ai    .-aiue   'n  Thousands  S 
Averaje  value  ar  '.JEF 
Average  Saie  Size  MBF/SALE 

0?EM  SALES  AV/AfEED  TO  BOTH  SIZE  CLASSES  OF  CONCEFW: 

^UT»er   ~'  Sales 
"3tal    '.oiune   ■■'  -'/JCF 
"Ota  I    '/aitja     -^  Thousands  £ 
Average  v'alua  psr  )JBF 
Average  Sale  i^ze  »«F/SAL£ 

■TjrAL  SALES  U'MAPOED  TO  SNWLL  SUSINESS; 

Nunber   si  Sales  706  730  472  320  199  147 

'otal   yolixne   "y  MJBF  3.061  2.996  1,603  3,208  560  174 

":;ai    vaiue    ■o  "^.ousanos  $  i52,325  500, 724  407,315  ',-20,684  "25,892  78.524 

Average  value  oer  K'EF  :47.?-  200.  ;1  253.81  349.53  224.31  439.79 

Ave.'a;e  Sale  Size  .^3F/SAL5  4.34  <i..-0  3.40  3. SI  2.81  1.18 

OPEN  S.AlZS  AWAROSS  TO  S.V!ALL  BL6INESS: 


:03 

937 

31S 

',"11 

274 

206 

4,341 

4,15S 

2.208 

4,690 

718 

316 

S8S , :C8 

;39,231 

356,352  ' 

,512.351 

'33,334 

'21.098 

133. 19 

201.80 

252.43 

343.91 

234.45 

383.22 

4.81 

4.44 

3.5S 

4.22 

2.62 

1.53 

'97 

207 

143 

291 

75 

59 

',280 

1,163 

603 

1,433 

158 

141 

212,563 

238,5:8 

•49.337 

-52,256 

-2,442 

44,S7S 

166.13 

205.12 

248.49 

331.54 

238.62 

316.13 

3. SO 

5.62 

4.22 

J.IO 

2.11 

2.39 

300 

864 

575 

1.C17 

254 

186 

3.787 

3.783 

'.984 

4,273 

813 

267 

573,452 

■•58.446 

502.328  • 

,503, 253 

"46,453 

104,020 

152.24 

200.49 

253. '9 

352. S8 

238.91 

389.59 

4.71 

4.33 

3.45 

4.20 

2.41 

1.44 

Vjwsr   -ir   Saiee                                                 603  557  432  726  179  127 

-!-Otai   Volune    -nlMBF                                  2.487  2.620  1,381  2,730  4SS  126 

-:'al    value    !n  ^ousands  5                  360,809  519,391  352.491  •,316,:02  '.04,011  59.445 

Average  value  per  VBF                             14S.08  198.43  255.24  364.16  228.50  471.79 

Aver  age  Sale  Size  >i«F/3AL£                       4.12  3.S9  3.20  3.34  2.54  0.99 

SST-ASICS  SALES  AWMOED  TO  SWU.  3USi^ESS: 


Nunber  c*  Sales                                            103                73  40  34  20  20 

-atal   VohJffie   i.l  l*BF                                      574               376  222  418  108  46 

■!-otal   value   in  Thousands  S                   91,518         80.833  54,524  104.682  21,381  17.078 

Average  value  per  ''JEF                              159.44         214.98  245.60  251.64  208.39  355.79 

Average  Sale  Size  »«F/SALE                        5.57              5.15  5.55  4.43  5.25  2.40 

PEBCENT  CF  "^  "TOTAL  VOQJyE  SET-ASIOE  FOR  SMALL  ^US1^ESS: 

13.2-.           9.0%  10.1  •;  8.9%  14.6%  1S.8  % 

acRCENT  OF  TrC  TOTAL  VOLUyE  fSHMOSD  TO  StMLL  9L6INES5: 

70.5  %         72.0  %  72.7  %  58.4  %  78.0  %  58.1  % 
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-sruary     5.    1993  SLMIUTf  OF  BUREAU  OF  LAM}  MANAGS4ENr,   FMV,  000, 

DOE,  AM}  TVA  TliBER  SAUE  AH0vnOS 
BY  IMXSTRY  SIZE  AS  OEFrNEO  BY  SBA 


FY   I9«7       FY   19«8       FY   1989       FY   1990       FY   1991        FY   1992 


TOTAL  SALES  AMMROED: 


'Njfiber  of  Sales  942  976  799  711  298  169 

Total   Volune   in  M/BF  1,277  1.087  816  1,234  S32  87 

Total   Value   in  Thousands  S  1S1,7S8  161,697  204,584  394,696  161,838  22,087 

Average  Value  per  IteF  118.84  148.76  250.72  319.85  304.21  2S3.87 

Average  Sale  Size  hSF/SALE  1.36  1.11  1.02  1.74  1.79  0.51 

SALES  AWAFCED  TO  LARGE  SU6INESS: 


Nunber  of  Sales                                              30S               354  279  238  62  55 

Total   Volume   in  MyQF                                      451                432  34S  S19  117  34 

Total   Value    in  TTiousands  S                    55,996         61,412  82,522  177,527  31.208  11,092 

Average  Value  per  »^F                               124.16          142.16  239.19  342.06  266.74  326.24 

Average  Sale  Size  bBF /SALE                        1.48              1.22  1.24  2.18  1.89  0.62 

<)eEN  SALES  AWARDED  TO  BOfTH  SIZE  CLASSES  OF  CONCERN: 


MLinber  of  Sales                                              908  848  766  678  271  156 

Total   Volume   in  MieF                                   1,211  1,049  784  1,171  503  86 

Total   Value   in  Thousands  S                 144,251  157,341  196,844  381,678  151.598  21,649 

verage  value  per  HBF                             119.12  149.99  251.08  32S.94  301.39  251.73 

Average  Sale  Size  itfiF/SALE                       1.33  1.11  1.02  1.73  1.86  0.55 

TOTAL  SALES  AMSAROEO  TO  SKMLL  BUSINESS: 


Nunber   of  Sales                                              637  622  520  473  236  114 

Total   Volune   in  t/NEF                                       826  655  471  715  415  S2 

Total   value   in  Thousands  $                   95,762  100,285  122.062  217,188  130,630  10,995 

Average  Value  per  MSF                                 115.63  153.11  259.15  303.73  314.77  211.44 

Average  Sale  Size  t/BF/SALE                     i.30  i.os  o.9l  i.5i  1.76  0.46 

OPEN  SALES  AMWROED  TO  SMALL  BUSINESS: 


Munber  of  Sales                                              603  594  487  440  209  101 

Total   Volune   in  MyQF                                       760  617  439  652  386  51 

Total  Value   In  Thousands  S                   88,255  95,929  114.322  204,151  120,390  10,557 

Average  Value  per  MQF                             116.13  ISS.48  260.41  313.12  311.89  207.00 

Average  Sale  Size  kfiF/SALE                        1.26  1.04  0.90  1.48  1.85  0.50 

SET-ASIOE  SALES  AMUROED  TO  SMALL  BUSINESS: 


Nunber  of  Sales                                                34                 28  33  33  27  13 

Total   Volun   in  MuGF                                         66                  38  32  63  29  1 

Total   Value   in  Thousands  S                     7,507           4,356  7,740  13,017  10.240  438 

Average  Value  per  UBF                             113.74         114.63  241.88  206.62  353.10  438.00 

'verage  Sale  Size  tiBF/SALE                        1.94              1.36  0.97  1.91  1.07  0.06 

.  cRCENT  OF  T>C  TOTAL  VQLUUC  SET-ASIDE  FOR  SMALL  BUSINESS: 

5.2  X           3.5  X  3.9  X  5.1  X  5.S  X  1.1  X 

PERCENT  OF  TIC  TOTM.  VOLU£  AMWRDS}  TO  SIMLL  BUSINESS: 

64.7  X         60.3  X  57.7  X  57.9  X  78.0  X  59.8  X 
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OFFZCE  OF  NKTUKXL  RESOURCES  SAI£S  ASSISIANCS 
•nHSSH  SAX£  SET-ASIDE  FPOCSOM 

PUpemm  Dascriptlflnt 

:^v=^^]abtlifcy    trf  Goverrirnent  TJjteer  sales.     TVo  Fedwral  a9»>ci^  ttie 
Departiasnt  o£  Agriculture's  U-S,  Rarest  service  and  tha  Owpaitaatnt  o« 
Intcrioc's  Bureau  of  Land  ManaaesDsnt  are  tha  najor  regular  sellers  of 
GovexzSBBnt  tiatec. 


1^8  SBfi  tiJTber  sales  set-aside  prcgnun  ensures  small  business  the 
opportunity  to  purchase  its  fair  share  of  Federal  savtiniber  offered  for 
salA.     In  n  1989  sniall  business  fims  pundiased  4.0  billlcn  bf  of  the  6.7 
billic«  bf  of  »awtlj±ier  sold  by  the  USFS  and  426  nillicn  bf  of  the  738 
jnillion  bf  of  fwwtunher  sold  by  BIM.     About,  94  of  the  tfifcal  USFg^  ti  aiber 
Bo)«<  via  g'^n  ^'^iI'tmbFi  ^gt~i'°'''^°*      j^CEC^sro^ifot  xim  tbCax  tujA  fiBfear 
SOTS  ms  ^St-Aajuae. 

Hlstorleal  i?ventfl.     In  1971/  after  extensive  consultation  with  the  Forest   , 
fkoducts  industry,  sanall  business  and  laz^a  business,  the  Oeporbaent:  of 
Agriculture  (USFS)  and  the  small  Business  Administration  adopted  e  revised 
set-aside  prograa' covering  the  sale  of  national  Poorest  Timber,  geplaqlj>g  a 
incsnsistent,  ineffective  prograon  that  lacXed  defined  standards,     ixi  1974, 
after  lengthy  ddaate  end  discussions,  a  similar  progran  uas  instituted 
jointly  by  the  o^sertnent  of  Interior  (BLM)  and  the  Sjnall  Business 
Adnijustration. 

Iha  legality  of  tJje  USDA,  USFS  Set-Aside  Program  was  challenged  in  a  ocurt 
case  (Ouke  City  lundaer  Oo.  et.  al.  v.  Earl  L.  Butz,  Sec  A^  et.  al.  and 
Sennett  liater  Products,  Inc.  et.  al)    (CLr  A  Nb.  2152-72.)     in  August  of 
1974  the  oouzt  held  that  the  progrwa  was  within  the  agencies  authority  and 
did  »3t  rediioe  large  business  historical  share  of  the  tispber  naxkeit  OQT 
imrease  that  of  aaall  business.    Ohia  decision  was  x^held  on  appeal  and 
the  Sapca»  court  denied  further  review.     D)e  uSDZ/BOf  Tiaber  set-asids 
ia.ujra»  has  never  been  duUlenged  in  csourt. 

Deaeripfcien  of  Pwnrai^    From  this  point  on  the  narrative  will  deecril^e 
the  \3SS»i/fJSFS  program  details.     (Ihe  USDVBIM  program  differs  in  seme 
details,  but  the  ooroepts  are  the  eaiaa) . 

live  ezssenco  of  the  tizber  sale  set-^aside  policy  is  a  dennnstxsted  small 
business  "need"  for  tiiribar  bein^  sold  by  tha  Covemasnt. 

DetendnatiQn  of  j^sA  is  a  disciplined,  structured,  pcoeess: 

1.    s^fii  Historical  rf^pg  in  a  saxket  area  is  determined  for  tlie  nost 
■xeoent  five  ynr  pwiod. '  iSia  first  share  was  determined  using  1966-70 
data  end  has  been  recalculated  every  five  years  sinoe*    Dve  latest 
recalculation  took  place  in  ft 
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^  n»«T«=.L  Mca  is  iisualljL*  Hational  Forest  (USPS  Administzstlva  tmit) 
or  p»rt8  of  tha  onxt  oepenoSnr^  mill  lueations,  naxketing  patterns, 
anlgecgrst^.  lljere  aza  153  OSSS  Mu:ket  .^eas  thtcuohout  the  United 
States. 

2.    After  tha  piiflU  ^^"ilP***  ^M**  ^i^^  '^'^^^  detexmined  and  finalitad  it  is 
usad  to  assess  ngyi  for  tha  next  five  years. 

Iha  five  year  csperatlonal  period  Is  segnaitad  into  ten  six  nwn^ 

If  sanall  bwliyss  fails  to  buy  90*  of  its  share  In  a  aix-B»*h  period 
the  program  Is  SxiSSSS^'     S«t-Asid«  sales  wculd  be  echedaied  for  the 
next  six-ncnth  period.    THe  samnt  of  tiaber  volume  to  he  eet-oside  is 
tlMi  gw«li  busings  share  of  the  tiarher  to  be  offered  in  the  next 
six-inanth  plus  at  least  a  porticn  of  the  deficit  that  uaa  exeated. 
special  rules  aoocnnodate  the  notion  of  sees  open  (non  set-aside) 
sales  iji  each  six-ioantb  period. 

Here's  hov  it  wadcsi    Assuias  that  small  business  en  the  Market  Area 
has  a  60%  TBBzicat  dsstre.    Assuae  only  cne^half  the  defieit  vdll  be 
set-aside  to  allow  fcr  sooe  open  sales. 

Sale     Volvan    snail         snail                  Deficit     90%  of 
period      Plan     Sold       Share         Purchases  WBF  ShMce  

MJBF     mSF       MffiF  »iBr 

1  100.0         60.0  45.0  -15.0  54.0  Yes 

2  120 

Vblune  to  be  Set>Asld0-((.6O)  (i20)»72-l-l/2  Deficit  of  7.S>^9.5tSiBF] 
Sawfcljtfaer  veliane  to  ba  sflt-ftsida  in  Parind  2  ia  79.9«BF 

Itiia  FCtxess  ocntiruM  each  6  senth  period  throu^mit  the  f  ive^yaer 
perltxi.  If  sMll  busiiMu  is  Ittde  whoae"  e.g.  is  able  to  b^y  theix-  Share 
and  erase  t3)a  deficit  there  are  no  eat-eeides  schnduled  for  the  followJiST 
p.^rlffiis  witll  the  p»mtfx.aa  is  triggwjed  again.    Gtx»  the  five  yaar  period 
is  over  there  is  again  a  reociiiutatien  of  the  svaU  busimss  n^cst 
share.    Jb^  rules  aooanaodata  changes  in  industry  stcuctuze,  gmtiawe  of 
set-^asides  fay  large  btsin^ts  not  bid  upon  by  saall  business^  aUooaticn  of 
nyry^iyOT^^nrt^rrr  piLVhf  *q*  and  restrict  dL^ioe^al  of  sewtlrtier  froi 
s^t-eaide  sales  to  other  than  saall  business  to  30%  of  Uie  adveztised 
veXttDe  (100%  in  the  South) 

MOIZi         SOSM  etf  this  '         efaange  uben  the  current  USfS  ympornd  final 
rule       adapud  (7/iv»o). 
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m  1979  the  GAO  Issued  a  repoct  en  th»  tlnber  sale  eet-ckside  prograa 
entitled  "Alle^atlcns  nagsoding  the  Small  Busjjdpss  Set-Aside  Pzagram  for 
Pflrieral  Tister  Seles"   (&-125053) .    as  a  result  of  this  examinaticn  by  tte 
GAO  the  Secxetasy  of  Agriculture  proposed  to  the  SBA,  Administrator  that 
the  two  agencies  participate  in  a  joint  review  of  the  set-aside  pzcgraa  to 
aciicess  the  i^ffv^  of  the  GAO  repeat.    Tbe  Joint  U5?S>SB\  reviev  entitled 
Mftt-^Qivil  study  Raoerb  Pn"U  ?**sireffq  iHTrher  Sal  a  SMi-Asirtft  Pmefram.  vas 
published  in  August  or  1983. 

Folloddn?  the  zttlease  of  this  review  the  USFS  prc^xssed,  to  ^3»  SBA,  sooe 
major  changes  to.  tive  set^aslde  progreon*    The  sb^  pointed  cut  that  the 
^jan^ed  weze  injurious  to  siall  businexe  farest  products  oonoems. 

Ihe  SBA,  Secretary  of  At^riculture,  and  the  USES  enibazksd  on  a  series  of 
^nestings  to  zesolva  their  differences.    HM&er,  these  meetingB  were 
iii^cedixtiva. 

Ifeanwhile  the  Forest  prcducts  industry,  both  large  and  snail,  had  begun  to 
exert  thaix-  dlfferin?  views  and  influence  en  the  OSCA  and  the  USES,    ihe 
major  raaiiaXCK  was  the  Deputy  Secretary  of  Agriculture.    The  O^uby 
Secretary  USCA  enxuraged  large  Business  and  Small  ftwiness  to  ooine  \xp 
with  ease  sort  of  paxposaT. 

The  ?w^V  Business  and  laz^  Business  facticsis  agreed  to  vaket  another  try 
at  erne  sort  of  ocm.ii.aui.qft.    August  24,  1984  in  Denver,  nnlorado  sorb 
r^aoesentatives  of  Snail  and  Zaxga  Business  interests  prvsented  «hat  was, 
ostensibly,  a  consensus  rqaort  to  the  USOA,  U5F5  and  the  SBA  now  )mcM,  ' 
infamously,  as  the  "Denver  Aocoids".    snail  Business  and  large  Business 
asked  that  the  ''Denver  Aooords"  be  published,  as  a  pcqposed  policy,  in  the 
Federal  Feglstdr  for  public  cccment. 

RepcBsenting  small  business  interests  fran  the  industry  were  North  Msst 
Tlsber  Association,  Southeastern  ThiAtut  Manufacturers  Assodaticn,  and 
Western  fbrest  industries  Associaticn.    Itfipresenting  large  haainpsa 
interests  WQS  tlM  X^iblic  Tister  E^xn±asers  Group,  the  only  active 
lJB.mjb»«Tt  of  large  business. 

SBA  nadft  it  dear  that  only  a  portion  of  the  snail  busimse  ocnBunity  was 
r^preasited  at  the  laeeting  and  others  were  entitled  to  have  ingput  intd  the 
process* 

ihe  VSFS  agreed  to  pUbish  the  "Denver  Aooords*'  as  pccpoeed  poll^;  took  no 
positicn  on  validity;  pointed  out  taw  final  policy  would  depend  en  reviev 
of  ociauents?  and  vada  no  other  catrvitaenta. 

Kovanber  31,  1984,  the  K6tica  of  Fscposed  Palic^  was  pihl1tf>ed  in  the 
Federal  Register  (4dfR  45889) . 

JUna  13,  1985,  the  Kotioe  of  Adoption  of  Final  l^allcy  vas  p^hli8hed  in  the 
Federal  Kagistsr  (5GER  24788) . 
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nva  USFS  namal  language  uplenwitijng  the  Final  Pollc/  u&s  puhlifhad,  as 
St^pplesoent  Vo,  140,  SepteOber  1985. 

Koventer  6/  1985,  the  iMfallc  Timber  Furchasexs  Gztx{>  filed  a  Onrplalnt  for 
Dodarattxaey  ana  Injunctive  Relief  challenging  the  validity  of  Forest 
S«Evice  Actions  in  iaplanenting  the  new  policies  witttout  first  airing  tSie 
final  policy  for  public  gjnujnt. 

UltijiBtely  tha  fS-  and  FTFG  sattldd  tiia  issue  out  of  cxxirt.  CTPB  agraad  to 
drcp  their  cxaplaint  if  the  usis  would  agree  to  publish  the  "Final  Itallcy^ 
for  public  occnents.    ^Qxe  parties  agreed  to  this  azzangcoent. 

February  3,  1986,  the  USFS  published  a  ^request  for  additional  oauuents  en 
the  final  policy  (SIFH  42&4) .     The  conatatt  period  (exteniad  by 
cDSrweek)  (SUP,  10645)  ended  April  11,  1986.    Over  100  nrrmwitg  vera 
reoaived,  most  of  them  fros  snail  business  fdrest  products  fizms.    The 
"Final  policy**  was  forwarded  to  the  secretary  of  Agriculture  for  review 
and  (tinnpnt. 

Thursday,  Setitedber  24,  1987,  representatives  of  the  snail  ixisiziees  forest 
pzodocts  industty  and  the  Associate  Adndnistxator  for  Frocursoant 
Assistaixai  net  with  George  iXnlop,  Assistant  Secretary  of  ^cpdonlture,  and 
Ceocge  I^onard,  Aseociata  cnief  of  the  U.S.  Forest  Servioa  to  diacuaa  some 
poropoeed    pcooedural  changes  in  the  tiniser  sale  set-aside  progxvn.     These 
chanjea  wens  p^\bT  t'^"^  as  proposals  in  tha  Federal  Pegister  s^jtcsiter  24, 
1987  (52fR  36(775) .     Canoents  were  due  Kovesnber  9,  1987.     In  response  to 
requests  for  r\^**<"n^\  tine  an  extension  was  gxantiad  Kaveniser  10,  1987 
(52fH  43216) .     OonoBnts  diis  fay  Dacprrhftr  24,  1987.     Oa  npnarber  1,  1987,  at 
the  regaest:  of  Senator  Dole  Bunpers  the  Deportsient  of  Agriculture  delayed 
final  zulemaXlng  z«garding  the  tiniser  sale  eet-aside  program  until  the 
jgpyl)  p)jin°qiT  Oannitlae  or  other  Ooanittaes  as  {ffpcopadlAte,  could  hold 
hearings  en  tha  issue  or  until  April  1,  1988. 

on  February  24,  1988  tha  Suboonmittes  on  Zliergy  and  AgrioiLtiire  of  t^ 
House  CtoBlttee  on  fiasall  Busincgj  held  a  hearing.    On  Much  2,  1988  the 
Goimittee  on  SOall  aitiness  in  the  U.S.  Senate  held  a  hearing,    da 
testiisany  waa  predictable:    saoall  business  was  against  the  proposed 
changi^i  and  large  business  was  for  the  pccposed  changes.    U,s.  Ftrcst 
Servioa  analysis  of  tba  coinenta,  solicited  in  Seyteniber,  produoed  siaiilar 
sasults:    lazga  business  f^oring  proposed  changes;  snmll  business 
Gpposij^  tha  proposed  dianges. 

Iha  najor  featuces  of  the  pLcycbal^  were: 

1.  NO  further  rarioriic  reocefutatiars 

2.  Urn  threshold  for  establishing  eodatanoa  of  a  structural  change 
Will  ha  louered  £sm  10%  to  5t 

3.  TSia  entize  pcograa  will  ba  reviewed  in  1991. 
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Tn  August  of  3588  cenfttrees  from  the  Hbusa  and  s«nate  AjpprTjpriatdxsn 
Subocnmltte*  indudad  language  In  the  ccnfeinenaa  rqxtt-t  on  the  fY  89 
AEIiropciatlon  Bill  askirg  ths  Oesartnent  of  Agrixuljuie  to  withdrew  tha 
1967'poLlcy  prcposals.    "Aa  cmferenoe  report  languogtt  xeqtoestad  tha 
Depaztiaent  to  look  dt  other  edtematives  and  to  assuxe  Aill  public 
partlcipatlcw  in  ttim  donimion  maldng  peooess* 

After  that  tha  U.S.  rarest  eexvlce  met  with  aaall  and  Idzge  hiwinr%s  to 
rtific^fic  ths  possibility  of  alternatives  to  HiC  existing  tbxter  sale 
set-ivsida  policy.    TiiB  OSES  also  set  witli  tha  Small  Business 
Mministxaticn  ancl  asked  for  SBA  ins^lvemont  in  doveleping  and  reviewing 
altaxnativa  policies.    SBA  agree  to  assist  in  the  zeview  bat  retained  tha 
opticn  to  disafgrea  with  any  proposals. 

January  9,  1989  ths  U.S.  ForcTt  Service  notified  leorge  and  small  business 
they  had  a  draft  proposal  for  discussion.     Ihis  draft  vas  sent  out  late  in 
the  week  of  January  9th*    Iha  \3SFS  held  ^naetings  vd.th  laxqa  and  stall  to 
ri<^<atiw  tha  draft  in  Pstrtland,  Oragon  on  Febn»ry  1,  1989.    Ibe  SBA's 
Oirector  of  tl^  Off ioe  of  Katural  Fesources  sales  Assistance  attpgaprt 
those  nMtij)39> 

The  najor  features  of  tha  draft  proposal  were  to: 

1.  Llsdt  increase  or  decrease  in  share  to  a  ciiange  of  10  percentage 
points* 

2.  Place  en  additional  linit  on  asKuirb  of  tirivtr  sale  VDlujoe 
setr-aslde  in  the  first  three  years  of  a  five  yaar  period. 

3.  Allov  Aill  assunt  of  share  change  in  laarkot  areas  \S)t^r&  there  was 
a  surplus  of  deficit  carryover  at  the  beginning  of  the  five  year 
pwriod  K  198(5  -  n  1990. 

Heitibaxr  enall  or  large  business  ware  willing  to  accept  tha  proposals, 
snail  wanted  to  stay  with  the  current  polity.    lArge  wanted  to  add  sore 
restrictive  altermtlves  i±iat  would  substantially  waalcen  the  program. 

After  t2)a  Portlani  ineeting  the  V.S,  Tbrest  SetvicB  revised  their  proposal, 
•mis  draft  policy  vas  found  to  be  aocq>table  to  the  seexetary  of ' 
Agriculture.    The  QSFS  also  H<«iivs.»^  the  policy  eleiaants  of  tha  draft 
with  Kay  Osngr^sional  representatives,    iha  intait  was  to  public  these 
proposals  in  the  Faderel  Register  for  caununt. 
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The  xtp/iaed  pcqposed  policy  vas  a  variation  of  the  Portland  puopoaal.     its 
vajcr  faatUTBs  vers: 

i«      Llnlt  ijiearease  or  ^ocrease  in  ehara  ta  lO  percentage  points.     If 
tlie  indicated  shara  ciianga  is  nocB  than  lo%  than  tha  USFS  and  SB\ 
vould  perfcgn  a  aax^cet  area  analyals  to  determine  if  tbm  ehara 
should  ba  sat  at  sods  other  lavial    sooe  guideljjips  for  tba 
analyais  process  axe  Epelled  out. 

2.  In  the  first  triggared  period  of  the  5-year  profjraa  tlie  snail 
basfjtBss  deficit  only  woold  Ise  set-aside.     In  stihsegyitant  periods 
the  deficit  and  the  share  would  be  set-aside  subject  to  20%  open 
sale  requircinent.    If  an  initial  trigger  oqcuxb  in  the  last  year 
of  a  five  year  peograa  the  deficit  and  the  share  vould  be 
s«t-aside. 

3.  ihe  instructions  for  identifying  and  reoonputing  the  share  for 
etxuctuzel  change  are  eacpandad  to  make  dearer  hotf  the  process 
will  vnck.     oice  a  pceeible  structural  change  Is  identified  the 
Attest  Supervisor,  within  60  days  and  in  ccnsuitaticzi  with  the 
Saw  11  Business  Administraticn,  will  sake  a  deterskination  (i)  if 
tl»  stziKtuxal  change  aaets  the  definition;  (2)  tha  effective 
date  of  .tbA  sQ^^ctuxal  char^;  (3)  the  tiae  pericd  to  be  inoludad 
for  the  xaocBputation  tiiree  years  hence;  and  (4)  vjhen  the 
reoottguted  share  (if  a  change  results)  v^uid  be  put  into  effect. 

In  Vby  1989  the  U«S.  T&eest  Servioe  Pirhftfiasri  on  an  effort  to  convince 
large  business  interests  to  rea^  scoe  sort  of  aooaanadation  with  ssall 
business  interests  conoetning  the  tiaber  sale  set-aside  progran.    ISie  OSFS 
vas  willing  to  delay  publishing  their  latest  proposal  if  large  and  small 
wane  tzylng  to  negotiate  a  ccit|iroBise. 

In  early  August  1989  the  ooalition  of  aiall  and  large  hminess  interests 
tzansaitted  to  the  Forest  Service  a  "ocnsensus"  agreement,    with  a  few 
additions  and  saas  clarificaticn  the  essence  of  that  agreeraofit  was 
puaailirted  in  the  Federal  register  as  ptopoeed  policy  neoCTifcfr  28,  1389 
(54IR  5334S)  .     CUuaext  period  closed  refacuary  12,  1990. 

Tba  Federal  Register  language  outlined  editorial  clarifications  and    ' 
pcoposed  daanges  in  five  elsnants  of  the  program: 

1.      taounb  of  tiafaer  aet-asidet 

On»«half  the  cu&  of  the  deficit  plus  the  ehare  set-aside  in 
flxst  tziggetad  pasiod.     Deficit  plus  share  set-aside  in 
nuftcefyient  periods.  All  subject  to  20%  qpen  rule. 
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2.  Anount  Oft  d^nge  at  s<lwduled  recxscutation: 

£a»xa  less  than  50%  oould  dbanga  10% 
"  .     Shara  ncse  than  50%  could  cbauga  10%.  of  share. 

3.  OKOQ  pcalicy  that  zs^iixe  9  paggowit  changa  in  diaxe  before  it 
could  ciiancp. 

4.  Sttuetural  diange  language  clarified. 

5.  Spacial  exeoainfttlon  in  VSFS  veqian  3 

•        Xqilicatiocs  of  USES  tiidxr  sales  1bv«1  on  comunity 
stability. 

Did  USPS  ZBsaivad  ccmnents,  analyzed  thoea  amuanta  and  drafter!  a  final 
rule.    This  final  rule  waa  cent  to  CMS  for  approsfal.    As  of  July  13,  1990 
draft  of  tha  final  rule  vaa  still  at  CMS.    on  JXily  17/  1990  tha  U.S. 
Fceest  £exvioa  net  with  cub  to  d1.go>,ifia  the  policy  diangas.    CKB  asked  for 
acftfi  a<Uiticra  (not  sidoetantive) .    iSia  USFS  sUfaoiitted  a  rwised  rula  to 
CKB  en  July  18,  1990.    oiia  filial  rule  shoold  be  published  by  August  i, 

1990. 
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MAVNB  FAWBUSH 

tmiTSD  STATES  DSPARXMSMT  OF  AGRICOLTOItS 
Befors  the 

COMMZTTSS  ON  SMALL  BUSZRSS6 

SUBCOMMITTSE  ON  REGULATION,  BUSINESS  OPPORTUNITISS  AND  TECHNOLOGY 

UNITED  STATES  HOUSE  OF  REFESSEMTATTVES 

Portland,  Oregon 

Deceiabar  15,  1993 


Thank  you,  Kr.  Chairman,  and  good  morning.   I  appraoiate 
this  opportunity  to  ba  with  you  as  tha  representativa  of  Bob 
Nash,  tha  Undar  Sacratary  of  Agriculture  for  Small  CoBonunity  and 
Rural  Davalopaent.   There  are  important  economic  issues  affecting 
this  part  of  our  nation  in  which  he  has  been  deeply  involved  and 
to  which  the  Clinton  Administration  has  made  a  firm  conmitaent. 

On  April  2,    1993,  President  Clinton  held  a  Forest  Sunmit 
here  in  Portland  to  focus  tha  nation's  attention  on  the 
challenges  facing  the  Pacific  Northwest  and  Northern  California. 
Tha  outcome  of  the  summit  was  a  Forest  Management  Plan  and  an 
accompanying  Economic  Adjustment  Initiative. 
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Tha  Preflid«nt  mada  it  claar  that,  in  our  af^orts  to  ansur*  a 
•ustainable  anviroiment,  "Wa  must  navQr  forget  tha  hiimzui  and 
aconoaic  diaansions. . . .Hhara  sound  aanagasant  policies  can 
praserva  the  health  of  foraat  lands,  sales  should  go  forward. 
Nhers  this  requirement  cannot  be  sat,  wa  need  to  do  o\2r  bast  to 
offer  new  econoaio  opportunities  for  year-round,  high-wage,  high- 
sJcill  jobs." 

Thjg  is  President  Clinton's  coaaitaent  to  the  people  of  the 
region. 

The  Forast  Plan's  Econcnic  Adjustaont  Initiative  establishes 
a  thrae-yaar  franewcrX  to  enable  workers,  trihal  maabers, 
businesses,  and  esaaunitiss  vhich  have  depended  on  a  forest 
products-based  econoay  to  work  in  partnership  with  their 
governaents  as  ths  region  adjusts  to  changing  economic 
conditions.   As  a  fraaeworJe  for  cooperative  action,  this 
initiative  intentionally  leaves  rooa  for  partnerships  to  nature 
and  new  insight  to  be  incorporated,  and  is  thus  only  a  beginning. 

X   nal^naa  Sffort 

As  a  atsurt.  Federal  funding  sources  from  across  the 
Govarnnent  have  been  identified  for  use  by  this  region,  and  aight 
Federal  agency  heads,  three  Governors,  and  six  representatives  of 
local  conaunities  have  all  placed  their  signatures  en  Maaoranda 
of  Understanding,  affiraing  their  coaaitaent  to  work 
cooperatively  for  the  benefit  the  people  of  the  Pacific  Northwest 
and  Horthern  California. 
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mis  Inltiativa  Is  unique  aaong  •conoalc  adjusta«nt  aCforts 
for  ■•v«ral  raaBonat 

•  It  is  aiaed  at  a  apecific  iapactad  araa,  and,  tharefora,  its 
resources  (both  huamn  and  financial)  are  being  focused  to  a  ouch 
greater  extent. 

•  The  struetura  vhich  has  been  developed  is  one  whi^ 
functions  both  on  an  inter-agency  and  an  intar-governaental 
basis.   A  relationship  has  bean  established  betveen  the  levels  of 
govemnent  which  is  mora  cooperative  them  ever  before;  state  and 
local  representatives  are  viewed  as  paurtners  In  this  effort. 
Through  such  cooperation,  Federal,  State  and  county  raacurcas 
will  be  acre  aff actively  leveraged,  brir.ging  then  jointly  to  bear 
on  the  needs  of  iapacted  worXers;  businesses,  caoaunities,  and 
tribes. 

Aoooaplishaants  to  Data 

Several  noteworthy  efforts  are  already  underway.  As  well  as 
the  national -level  Xulti-Agency  Coamand,  the  Regional  and  State 
CooBunity  Economic  Revitalization  Team  (or  C£RT)  stractures  are 
up  and  running.  The  CERTS  are  Inter-agency,  inter-govemmental 
bodies  which  will  be  responsible  for  iapleaenting  the  initiative, 
niey  have  all  met  several  times  and  are  successfully  establishing 
meehanisas  to  deliver  both  federal  and  atate  rasourcee 
effectively  and  efficiently,  as  well  as  establishing  good  working 
relationships . 
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Evan  prior  to  thm   ••tabllahaant  of  th«  CSRTS,   eomaunlties 
bagan  developing  revitallzatlon  plan*.   Tbe  nsaUsors  in  th* 
initiative  ar«  vorkin?  to  fully  respond  to  thoae  plana,  and  to 
become  full  partners  in  the  region 'a  economic  adjustaent  effort. 

As  the  process  has  unfolded,  opportunities  to  improve 
service  delivery  have  bean  identified.  Three  efforts  are 
currently  being  developed: 

•  An  electronic  bulletin  board  is  being  created  vhich  will 
lin3c  initiative  mexbers  not  only  to  each  other,  but  also  to 
cutting  edge  infarrsation.  This  will  help  vith  both  coordinarion 
and  innovation. 

«    Envirorsiental  assessments,  vhich  vara  identified  as 
cusbersome  and  duplicative,  vera  targeted  by  the  region  for 
further  raviev  at  the  national  level.   An  intar-agancy  group  was 
convened  in  Hashington,  D.C. ,  to  respond  to  this  re<inest,  and  the 
effort  to  streamline  this  process  is  undervay. 

•  zcanoaic  Development  Administration  Title  IX  monies  vers 
identified  as  essential  at  the  eeu-ly  stages  of  development.  A 
rsQuest  to  devolve  decision-aaJcing  to  the  regional  level  was 
submitted,  and  an  effort  to  decentralize  that  authority  is 
undervay. 
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Tbe  rutur* 

The  EconoBle  Adjuataant  Initiative,  as  notad,  is  a  unique 
effort.  We  are  creating  a  nev  way  of  doing  the  businaaa  of 
government;  a  nev  way  to  respond  to  our  custofflsrs.  Exciting 
apport\:nities  exist  to  create  sore  effective  responses  and  to 
establish  stronger  vorlcing  relationships.   It  is  our 
responsi^sility  to  take  full  advantage  of  this  initiative. 


Sural  Oevelopaent  Adsiaistration 

This  brings  as  to  the  Kural  Development  Adninistration  or 
the  RDA.   This  is  a  relatively  new  agency.  A  part  of  RDA  will 
bacoae  the  Rural  Business  and  Cooperative  Developaent  Service 
under  the  proposed  USDA  reorganization. 

In  reshaping  its  role  to  fit  into  the  Clinton 
Adninistration '  s  eaphasis  on  rural  Aaerica,  the  RDA  is  cosualt-tad 
to  helping  rural  comaunities  and  saall  businesses  becoae  acre 
competitive  —  with  each  other,  with  lairger  comaunities  and 
businesses  within  the  global  market.  This  includes  forming 
partnerships  and  networics  and  a  high  degree  of  collaborative 
effort. 
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ROA  has  •  nuab«r  of  prograas  daalgnsd  to  balp  stiaulata 
aconomlc  davalopaant  as  vail  aa  atrangthan  a  coanaunlty'a  ability 
to  provlda  basic  aarvieas.  Z  vill  Unit  ay  raaarks  to  tha 
tauslnasa  prograca. 

auainaaa  and  Zaduatrr  Loan  Ooaraataaa 

Older  tha  Business  and  Industry  (B&I)  prograa,  ROA 
guarantaea  a  loan  made  by  a  comaercial  lender  against  a  certain 
parsenrage  of  lose  if  tha  borrower  ahould  default. 

Most  legal  coasersial  operations  ara  eligible  for  the 
guaran'Saed  loans  if  they  areata  or  save  jobs  in  a  snail  cowiaunity 
—  vithout  exporting  them  from  another  coaaaunity.  Pollution 
control  and  abatemenc  also  are  eligible  purposes. 

B&I  loan  guarantees  are  available  generally  in  coanunities 
outside  the  boundary  of  a  city  with  a  population  of  50,ooo  or 
mora  and  its  iaaediately  adjacent  urbanised  area.   Priority  is 
given  to  projects  in  cocaunities  of  25,000  and  under. 

The  aaount  of  guarantee  is  deterained  by  the  size  of  the 
loan.  Maxiaua  guarantees  ara  90  percent  for  loans  of  less  than 
$2  alllion;  80  percent  for  loana  between  $2  aillion  and  $5 
alllion;  and  70  percent  for  loans  over  93  aillion.   The  w»r1mnD 
loan  ia  $10  aillion. 
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Thia  progran  la  suited  for  what  ono  night  call  Intcraodiate 
and  larger  size  loana  as  well  aa  saallsr  loans  in  soma  cases. 
The  Small  Business  Administration  also  makes  small  guarantaad 
loana  vith  a  loan  limit  of  $750,000. 

About  $100  million  in  loan  authority  haa  been  available 
annually  for  the  last  several  years.   For  the  current  fiscal 
year,  hovevar,  Congress  responded  favorably  to  the 
Administration's  Rural  Development  Initiative  and  aada  available 
almost  $250  million  in  loan  authority. 

Intarmadiary  aeleediag 

The  Intaraediary  Relanding  program  is  intended  to  financa 
business  and  community  development  projects  in  cczaunities  of 
25,000  or  less.   ROA  makes  a  loan  to  an  intermediary  at  1  percent 
interest  for  30  years.   The  intaraediary  then  re lends  to  the 
ultimate  business  or  community  recipient. 

Since  these  loans  are  limitad  to  $250,000  they  are  useful 
for  small  enterprises  rather  than  intermediate  or  larger  ones. 
This  fiscal  year's  appropriated  loan  level  for  this  program  is 
$100  million,  a  substantially  larger  amoun-t  than  the  $32.5 
million  loan  level  of  the  lafft  several  years. 

RDA  currently  has  an  outstanding  intermediary  loan  vith  a 
Kaahington  entity  engaged  in  forest  products. 
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sural  BttBiasas  Bataz^ziaa  flra&ta 

Under  the  Rural  Business  Enterprise  Grant  program,  RD& 
provides  financial  assistance  to  public  bodies  and  nonprofit 
corporations  for  developaient  of  saall  and  emerging  private 
businesaee  in  areas  outside  cities  of  50,000  or  acre. 

One  grant  was  approved  this  year  for  a  local  ecsnoaic 
developsent  corporation  in  northern  California  to  establish  a 
cooparacive  feed  Icitchen.   Another  grant  was  used  to  finance  the 
conversion  of  an  old  pert  area  in  Washington  to  a  modern 
facility. 

This  year's  appropriation  is  $42.5  sillion,  also  sm 
increase  froa  $20.7  aillion  in  fiscal  year  1993. 

All  of  these  prograas  together  could  provide  a  matrix  of 
solutions  to  problems  recently  catalogued  by  the  Wood  Products 
Ccapetitivaness  Ccomission. 

Basically,  the  report  called  for  investaents  in  the  small 
and  aediuB-sized  secondary  wood  product  industry  to  improve  its 
coapetitivenass  and  create  jobs  even  in  the  face  of  reduced 
quantities  of  raw  materials. 

To  do  this,  the  coaaission  recoanended  improved  market 
opportunities,  enhanced  access  to  capital,  iaproved  training 
prograas,  and  more  colleiboration  aaong  secondary  aanuf accurers . 
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Capital  is  availabla  through  tho  Business  and  Industry  and 
the  Interaodiary  Ralanding  programs.   Startup  financing  can  be 
obtained  through  the  Rural  Business  Znterprisa  grants.  Technical 
assistance  Is  available  through  Forest  Sar'/ica  and  Extension 
Service  programs. 

Other  VosslAillties 

Beyond  these  programs  of  direct  assistance,  ROA  also  has  a 
strategy  developnent  staff.   This  is  a  resource  that  can  make  a 
real  differsnca  in  finding  answers  as  to  how  we  can  best  serve 
the  p\ihlic. 

Several  proposals  have  already  been  produced.   We  look 
forward  to  further  developing  the  proposals  next  year. 

one,  for  instance,  involves  a  pilot  proposal  to  provide 
consultants  within  business  incubators.   This  would  provide 
resources  to  enable  a  connauiJity  to  obtain  technical  expertise  to 
assist  saall  businesses  in  those  rural  incubators. 

This  could  take  the  fora  of  a  circuit  rider  taan,  contracted 
and  available  to  applicants  who  could  be  state,  county,  coiaaunity 
or  combinations. 

Another  proposal  is  a  contract  for  a  venture  capital 
consultant  --  a  service  not  generally  available  to  snail  and 
newly-forsed  businesses.   Such  a  consultant  might  be  able  to 
bring  foundations  and  other  sources  of  venture  capital  into  rural 
businesses. 
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oth«r  proposals  includa  tha  possibility  of  a  rural 
tnforaation  cantar  to  be  operated  through  an  electronic  bulletin 
board. 

These  ideas  ara  being  given  very  serious  consideration  in 
BDA. 

Caaeloslea 

Mr.  dairsan,  we  have  the  tools  at  hand,  and  ve  want  to  work 
with  you,  the  ether  maabers  of  Congrass,  the  States,  the 
ccasunitias  ar.d  the  private  sector. 

This  appr=ach  fita  perfactly  with  tha  Administration's  goals 
of  pronoting  rural  economic  development  in  innovative,  efficient 
and  cost-aff active  ways. 

He  believe  that  together  —  in  both  the  Congressional  and 
Executive  Branches  at  the  Federal  level  ~  with  all  levels  of 
gov€>rnment  and  full  and  equal  participation  by  critical  private 
incarests,  we  =an  succeed.   We  want  to  try. 

ThanX  you,  Mr.  Chairman.   This  concliides  my  formal 
statement.  I  will  be  glad  ts  taXa  any  questions  you  might  have. 
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TESTIMONY  OF  JOHN  HANKS,  ASSISTANT  DIRECTOR, 

CLARK  COUNTY  DEPARTMENT  OF  AVIATION.  AND 

CHAIRMAN  TOURISM  AND  BUSINESS  DEVELOPMENT  COUNCIL  OF  SOUTHERN  NEVADA, 

BEFORE  THE  HOUSE  SUBCOMMITTEE  ON  PROCUREMENT.  TAXATION  AND  TOURISM 

MARCH  14.  1994 


MR  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE: 


MY  NAME  IS  JOHN  HANKS.  I  AM  THE  ASSISTANT  DIRECTOR  OF  AVIATION  FOR 
COMMUNICATIONS  FOR  THE  CLARK  COUNTY  DEPARTMENT  OF  AVIATION/MCCARRAN 
INTERNATIONAL  AIRPORT, 

THANK  YOU  FOR  INVITING  ME  TO  TESTIFY  TODAY  IN  THIS  IMPORTANT  HEARING  ON 
THE  GROWTH  AND  DEVELOPMENT  OF  TOURISM  IN  NEVADA. 

MY  ROLE  AT  MCCARRAN  AIRPORT  IS  DIRECTOR  OF  THE  COMMUNICATIONS 
DIVISION,  WHICH  INCLUDES  MARKETING.  ECONOMIC  DEVELOPMENT,  PUBLIC 
INFORMATION,  AND  AIRPORT  SERVICES. 

BUT  I  ALSO  COME  BEFORE  YOU  TODAY  AS  CHAIR  OF  THE  TOURISM  AND  BUSINESS 
DEVELOPMENT  COUNCIL  OF  SOUTHERN  NEVAD^"  AN  INFORMAL  COMMIHEE  RECENTLY 
FORMED  TO  HELP  BOOST  SOUTHERN  NEVADA'S  ECONOMY  IN  SUPPORT  OF  NEW  AIR 
SERVICE- 
IN  MY  POSITION  AT  MCCARRAN.  I  HAVE  THREE  MAJOR  GOALS:  1)  TO  MAINTAIN 
PUBUC  AWARENESS  AND  SUPPORT  THROUGH  THE  NEWS  MEDIA  AND  POSmVE 
COMMUNITY  RELATIONS;  2)  TO  PROVIDE  GOOD  CUSTOMER  SERVICE  TO  THE  MORE  THAN 
80,000  PASSENGERS  TRAVERSING  THE  AIRPORT  DAILY;  AND  3)  TO  DRIVE  A  SERIOUS, 
FOCUSED  EFFORT  AT  MARKETING  MCCARRAN  INTERNATIONAL  AIRPORT  AS  WHAT  WE 
HAVE  COINED.  THE  NEW  AMERICAN  GATEWAY." 
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AS  I  HOPE  YOU  KNOW,  MR.  CHAIRMAN.  THE  FIRST  TWO  GOALS  ARE  ACCOMPUSHED 
DAILY  -  GOOD  NEWS  AND  GOOD  SERVICE.  MCCARRAN  AIRPORT  ENJOYS  UNEQUALED 
COMMUNITY  AND  POLmCAL  SUPPORT. 

MCCARRAN  IS  CURRENTLY  THE  1 5TH  BUSIEST  AIRPORT  IN  THE  COUNTRY  AND  25TH 
IN  THE  WORLp.  NEARLY  22.5  MILUON  PASSENGERS  CAME  AND  WENT  AT  MCCARRAN  LAST 
YEAR..MOST  OF  THEM  TOURISTS. 

LAS  VEGAS  IS  THE  7TH  MOST  POPULAR  DESTINATION  FOR  FOREIGN  VISITORS  TO 
THE  UNITED  STATES,  AND  THE  ONLY  ONE  IN  THE  TOP  TEN  THAT  DOES  fclOI  HAVE  NON- 
STOP OVERSEAS  AIR  SERVICE.  INCREDIBLE  NUMBERS  OF  FOREIGN  VlSfTORS  ALREADY 
COME  HERE  THROUGH  TRAOmONAL  GATEWAYS  --  LA..  SAN  FRANCISCO.  CHICAGO.  NEW 
YORK.  MIAMI,  AND  EVEN  ORLANDO. 

THAT  BRINGS  UP  MY  THIRD  CHARGE  -  MARKETING.  IN  1990.  WE  BEGAN  AN 
EARNEST  EFFORT  TO  ATTRACT  NEW  AIR  SERVICE  TO  LAS  VEGAS  TO  ACCOMMODATE  THE 
GROWTH  WE  KNEW  WAS  COMINa  WE  BEGAN  WITH  THE  LONG  STANDING  PREMISE  THAT, 
IN  LAS  VEGAS.  TOURISM  IS  THE  ENGINE  THAT  DRIVES  OUR  ECONOMY.  WE  KNEW  THAT 
INVOLVING  THE  WORLDS  TOUR  OPERATORS  -  THE  PEOPLE  WHO  FILL  THE  PLANES  WITH 
TOURISTS  -  WOULD  BE  KEY  TO  OUR  SUCCESS. 

SO  WE  JOINED  FORCES  WITH  THE  LAS  VEGAS  CONVENTION  AND  VISITORS 
AUTHORITY  -  TOURISM  EXPERTS  -  TO  MAKE  CALLS  ON  FOREIGN  AIRLINES  AND  SEE  WHAT 
THE  MARKET  MIGHT  BE  FOR  DIRECT  SERVICE  WEVE  MET  AND  CONTINUE  TO  MEET  WITH 
AlBUNES  AND  TOURISM  AND  CARGO  INTERESTS  IN  EUROPE.  ASIA.  MEXICO.  SOUTH 
AMERICA.  AND  ALL  AROUND  THE  UNITtD  STATES.  IN  THE  PROCESS.  WE  DISCOVERED 
SOME  GOOD  NEWS  AND  BAD  NEWS. 
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THE  GOOD  NEWS  WAS  THAT  'LAS  VEGAS"  NEEDS  NO  INTRODUCTION  ANYWHERE 
IN  THE  WORLD.  OUR  TOURISM  AND  ECONOMIC  DEVELOPMENT  INTERESTS  IN  NEVADA 
HAVE  DONE  A  MAGNIFICENT  JOB  OF  GLOBAL  AWARENESS.  EVERYBODY  KNOWS  LAS 
VEGAS.  THE  BAD  NEWS  IS  THAT  EVERYBODY  KNOWS  LAS  VEGAS  BY  THE  -mADmONAL 
THREE-G'S'  --  •GLIT2,  GAMBLING,  AND  GIRLS"  -  AND  NOW  A  FOURTH  "G",  THE  "GRAND 
CANYON."  THAT  INCLUDES  THE  AIRUNE  EXECUTIVES,  WHO  ARE  SEASONED  WORLD 
TRAVELERS.  THEY  GENERALLY  HAD  NO  IDEA  LAS  VEGAS  MCCARRAN  AIRPORT  HAD  THE 
SCOPE  OF  INTTERNATIONAL  CAPABIUTY  WE  HAVE. 

SO  IT  WAS  WITH  GREAT  ENTHUSIASM  THAT  IN  1991  WE  HIRED  A  FULL-TIME 
MARKETING  N/IANAGER  AND,  IN  1992,  AN  AIRLINE  CONSULTANT,  AND  BEGAN  EDUCATING 
THE  WORLD'S  AIRLINES.  THEY  ARE  NOW  COMING  TO  KNOW  THAT  YES.  WE  ARE  A 
DESIGNATED  CLASS  "A"  PORT  OF  ENTRY,  WE  HAVE  24-HOUR  CUSTOMS  AND  IMMIGRATION 
SERVICE.  WE  HAVE  WORLD  CLASS  RUNWAYS  AND  ALL  OTHER  AIRPORT  FACILmES, 
INCLUDING  AN  INTERNATIONAL  AIR  CARGO  CENTER  RIVALING  ANY  IN  THE  WORLD.  WE 
ARE  INDEED  THE  "NEW  AMERICAN  GATEWAY." 

AT  THAT  POINT  WE  FORMALIZED  OUR  RELATIONSHIP  WITH  CONVEKTION  AUTHORITY 
IN  WHAT  WE  NOW  CALL  THE  "JOINT  AIR  SERVICE  TASK  FORCE"  UNDER  THAT  AGREEMENT, 
WE  SHARE  THE  OBJECTIVE  OF  ATTRACTING  NEW  AIR  SERVICE,  BOTH  FOREIGN  AND 
DOMESTIC.  THE  AIRPORT  STAFFS  EXPERTISE  IS  CALLED  INTO  PLAY  WHEN  AN  AIRUNE 
BEGINS  CONSIDERATION  FOR  SERVICE.  AND  THE  CONVENTION  AUTHORITY  STAFF  WORKS 
WITH  THE  TOURISM  ENTTHES  WHO  ARE  SO  VITAL  IN  PUTTING  PEOPLE  ON  THE  AIRPLANES. 
IN  SOME  CASES,  WE  MAKE  A  JOINT  PRESENTATION  UP  FRONT  TO  AN  AIRLINE,  AS  WE  HAVE 
DONE  IN  SEVERAL  ONGOING  NEGOTIATIONS  IN  EUROPE  AND  MEXICO. 

AN  INTERESTING  DILEMMA  BECAME  EVIDENT  AS  OUR  MARKETING  EFFORT 
DEVELOPED.  ITS  CALLED  "PASSENGER  YIELD."  PUT  SIMPLY,  YIELD  IS  THE  GROSS 
AMOUNT  OF  MONEY  AN  AIRLINE  COLLECTS  PER  PASSENGER  PER  MILE.  THE  YIELD  IS  THE 
FACTORATWHICH  AIRLINE  EXECUTIVES  LOOKTHE  CLOSEST  WHEN  CONTEMPLATING  NEW 
ROUTES  OR  REASSIGNING  EXISTING  ONES. 
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ON  THE  AVERAGE.  A  U.S.  CARRIERS  YIELD  IS  CURRENTLY  AROUND  11  CENTS  PER 
PASSENGER  MILE.  IN  LAS  VEGAS.  THE  AVERAGE  YIELD  IS  CLOSER  TO  8  CENTS.  FULLY  A 
THIRD  LESS  THAN  THE  NATIONAL  AVERAGE...LOWER  THAN  THE  ACTUAL  COST  OF  THE 
SEAT  MILE  FOR  MOST  AIR  CARRIERS. 

THE  REASON  HAS  TO  DO  WITH  THE  NATURE  OF  LAS  VEGAS.  THIS  IS  A  POPULAR 
TOURIST  DESTINATION  WHICH  GENERATES  LOTS  OF  TOUR  GROUPS  AND  INDIVIDUALS 
WITH  DISCOUNT  PACKAGES-THE  MEAT  AND  POTATOES  OF  THE  RESORT  BUSINESS-ANO 
LOTS  OF  FREQUENT  FUER  TICKETS. 

THE  ABNORMALLY  LOW  YIELD  FACTOR  CREATES  ABNORMALLY  HIGH  LOAD 
FACTORS  FOR  THE  AIRLINES.  SIMILAR  TO  THE  HOTEL  OCCUPANCY  RATE.  AN  AIRLINE'S 
LOAD  FACTOR  CONSISTS  OF  THE  AVERAGE  PERCENTAGE  OF  SEATS  FILLED  ON  ALL  THQR 
FUGHTS.  WHILE  THE  NATIONAL  AVERAGE  LOAD  FACTOR  HOVERS  IN  THE  MID-6aS. 
CARRIERS  SERVING  LAS  VEGAS  REPORT  AVERAGES  IN  THE  BO'S. 

IN  OTHER  WORDS.  MORE  PEOPLE  FLY  TO  LAS  VEGAS,  BUT  THEY  PAY  LESS  TO  DO 
IT.  SO  THERE  IS  A  NATURAL  RELUCTANCE  ON  THE  PART  OF  AIRUNES  TO  ASSIGN 
ADDITIONAL  OR  LARGER  AIRCRAFT  AND  RESOURCES  TO  LAS  VEGAS. 

ONE  OBVIOUS  WAY  TO  INCREASE  YIELD  IS  FOR  THE  TOURISM  PLAYERS  TO  RAISE 
COSTS.  HOWEVER.  THE  NEARLY  UNIVERSAL  MARKETING  PRESSURE  IN  TOURISM  IS  KEEP 
COSTS  LOW.  THE  OTHER  ALTERNATIVE  IS  TO  FOCUS  ON  INCREASING  THE  MORE 
FLEXIBLE  AND  TRADITIONALLY  MORE  LUCRATIVE  TYPE  OF  CUSTOMER.  THE  BUSINESS 
TRAVELER  AND  HIS  COUSIN.  CARGO  TRAFRC. 

THAT  OPENED  UP  LITERALLY  A  WORLD  OF  POSSIBIUTIES.  NOW  WE  WERE  NOT 
ONLY  CONCERNED  WITH  CONVINCING  CARRIERS  TO  BRING  MORE  TOURISTS.  WE  ALSO 
TURNED  OUR  ATTENTION  TO  THE  'HIGH  YIELD"  BUSINESS  TRAVELER  AND  TO  THE  CARGO 
BAY.  OUR  PREMISE  WAS  VERIFIED  WHEN  A  EUROPEAN  CARRIER  TOLD  US  IF  WE  HAD 
CARGO  TRAFRC.  THEY  WOULD  SERVE  LAS  VEGAS  WITH  PASSENGER/CARGO  FUGHTS. 
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so  OUR  CHALLENGE  BECAME  EVER  CLEARER  TO  INCREASE  AIR  TRAFFIC.  WE 
NEEDED  TO  STIMULATE  ALL  SEGMENTS  OF  THE  ECONOMY.  CREATING  AN  ENVIRONMENT 
ATTRACTIVE  TO  AlflUNES  ON  THE  ONE  HAND,  AND  BENEFICIAL  TO  TOURISM.  BUSINESS 
DEVELOPMENT.  AND  AIR  AND  GROUND  TRANSPORTATION  ON  THE  OTHER. 

THAT  LED  US  TO  EXPANDING  OUR  DIALOGUE  TO  INCLUDE.  IN  ADDITION  TO  THE 
CONVENTION  AUTHORITY,  THE  NEVADA  DEVELOPMENT  AUTHORITY.  THE  COUNTY 
ECONOMIC  DEVELOPMENT  OFFICE.  THE  HOTELS.  AND  THE  NEVADA  COMMISSIONS  ON 
TOURISM  AND  ECONOMIC  DEVELOPMENT. 

OCCASIONALLY.  BECAUSE  OF  SOME  OBVIOUS  COMMONALITIES  OF  PURPOSE.  THE 
AIRPORT,  THE  COUNTY,  THE  STATE  ECONOMIC  COMMISSIONS  ON  TOURISM  AND 
ECONOMIC  DEVELOPMENT,  NEVADA  DEVELOPMENT  AUTHORITY,  AND  THE  LAS  VEGAS 
CONVENTION  AND  VISITORS  AUTHORITY.  GOT  TOGETHER  IN  VARIOUS  COMBINATIONS  OF 
JOINT  BRIEFINGS  FOR  POTENTIAL  DEVELOPERS.  AIRPORT  AND  TRAVEL  WHOLESALERS. 
AND  OTHERS  FROM  AROUND  THE  WORLD. 

rr  BECAME  OBVIOUS  THAT  A  STRUCTURED  PARTNERSHIP  WAS  NEEDED  -  AND  THAT 
THESE  JOINT  PRESENTATIONS  AND  OTHER  PROJECTS  SHOULD  BE  REPEATED  ROLTTINELY 
IF  WE  WERE  GOING  TO  HELP  TO  LIFT  OUR  ECONOMY  INTO  THE  NEXT  ERA  OF  GROWTH  IN 
SOUTHERN  NEVADA 

IN  MAY.  1993,  WE  ORGANIZED  WHAT  WE  HAVE  NAMED  THE  TOURISM  AND 
BUSINESS  DEVELOPMENT  COUNCIL  OF  SOUTHERN  NEVADA"  WITH  REPRESENTATION 
FROM  THE  GROUPS  I  JUST  MENTIONED.  I  WAS  ELECTED  THE  COUNCIL'S  CHAIR,  WITH 
KAREN  MARSHALL  OF  THE  NDA  AS  VICE-CHAIR. 
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THE  CURRENT  COUNCIL  MEMBERS  ARE: 


CHAIR 

JOHN  D.  HANKS 

ASSISTANT  DIRECTOR.  COMMUNICATIONS 

DEPARTMENT  OF  AVIATION 

ROBERT  N.  BROADBENT 

DIRECTOR 

DEPARTMENT  OF  AVIATION 


VICE  CHAIR 

KAREN  MARSHAa 

VICE  PRESIDENT/ADMINISTRATION 

NEVADA  DEVELOPMENT  AUTWORHY 

DENNIS  STEIN 

PRESIDENT  AND  CEO 

NEVADA  DEVELOPMENT  AUTHORIT*' 


CLARE  O'BRIEN  TIM  CARLSON 

MANAGEa  MARKETING/ECON  DEVELOPMENT    EXECUTIVE  DIRECTOR 

DEPARTMENT  OF  AVIATION  NEV  COMM  ON  ECONOMIC  DEVELOPMENT 


CHRIS  HILBUS 

SENIOR  MANAGEMENT  ANALYST 

DEPARTMENT  OF  AVIATION 

WALLACE  D.  RUSSELL 

PRESIDENT 

RUSSELL  CONSULTING.  LTD. 

BOB  KING 

ECONOMIC  DEVELOPMENT  OFFICER 

CLARK  COUNTY  COMMUNITY  RESOURCES 

VERONA  PASQUALE 

ASSISTANT  TO  THE  LT.  GOVERNOR 


JANICE  WIEDEMANN 

ASSISTANT  TO  TIM  CARLSON 

NEV  COMM  ON  ECONOMIC  DEVELOPMENT 

THOMAS  TATT 

EXECUTIVE  DIRECTOR 

NEVADA  COMMISSION  ON  TOURISM 

ROSSI  RALENKOTTER 

DIRECTOR  OF  MARKETING 

LAS  VEGAS  CONV.  &  VISITORS  AUTHORITY 

CAM  USHER 

GENERAL  MANAGER  OF  SALES 

LAS  VEGAS  CONV.  &  VISITORS  AUTHORITY 


THE  COUNaUS  STATED  MISSION  IS  TO  INITIATE  EFFORTS  TO  STRENGTHEN 
BUSINESS  DEVELOPMENT  AND  THE  TOURISM  INDUSTRY,  AND  TO  PROVIDE  THE  OVERALL 
FRAMEWORK  THAT  WILL  ACQUIRE  AND  SUPPORT  BROAD  ECONOMIC  DEVELOPMENT  IN 
SOUTHERN  NEVADA.* 


WE  WANT  TO  IMPACT  ALL  ECONOMIC  DEVELOPMENT,  WHICH  WE  HAVE  DEFINED 
TO  INCLUDE  TOURISM.  BUSINESS  DEVELOPMENT.  TTV^MSPOHTATION.  AND  THE  SUPPORT 
SERVICES.  UKE  BANKING.  UnLiTIES.  AND  SO  ON 
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WE  HAVE  IDENTIFIED  THESE  FIVE  GOALS: 

1)  FOSTER  AN  EFFECTIVE  WORKING  RELATIONSHIP  AMONG  THE  THREE 
AREAS  OF  INTEREST. 

2)  PROMOTE  AND  FOSTER  THE  DEVELOPMENT  OF  SOUTHERN  NEVADA 
AS  A  BUSINESS  AND  INDUSTRIAL  CENTER 

3)  ENCOURAGE  THE  CONTINUED  DEVELOPMENT  OF  THE  LAS  VEGAS 
TERRITORY  AS  A  WORLD  CLASS  RESORT  DESTINATION. 

4)  CONTINUE  TO  PROMOTE  LOCAL.  NATIONAL,  AND  INTERNATIONAL 
AWARENESS  OF  THE  LAS  VEGAS  TERRITORY  AS  A  WORLD  CLASS 
RESORT  DESTINATION. 

5)  ESTABUSH  A  PROGRAM  TO  MONITOR  AND  REPORT  ON  LEGISLATION 
AFFECTING  BUSINESS  DEVELOPMENT  AND  TOURISM. 

WE  INCLUDED.  AMONG  OTHERS,  THE  FOLLOWING  ACTION  OBJECTIVES: 
O  EXPANSION  OF  THE  FOREIGN  TRADE  ZONE  ON  MCCARRAN  AIRPORT  AND 

THE  INCREASED  USE  OF  THE  ENTIRE  LAS  VEGAS  FTZ, 

O  FORMING  UAISON  TEAMS  WITH  TRUCKING,  FREIGHT  FORWARDING.  RAILAND 

OTHER  GROUND  TRANSPORTATION  INTERESTS  TO  INCREASE  THEIR  USE  OF 
MCCARRAN  AS  A  RECEIVING  SITE  FOR  MERCHANDISE  RATHER  THAN 
CAUFORNIA  ARIZONA  AND  UTAH. 

O  IDENTIFY  COMPANIES  WITH  AN  AFFINITYTO  THE  GAMING/RESORT  INDUSTRY 

TO  ATTRACT  THEM  TO  SOUTHERN  NEVADA 

O  DEVELOP  COST  MODULES  FOR  AIRUNES  BASED  ON  EQUIPMENT  TYPES. 

DISTANCE  TRAVELED.  CARGO  CAPACITIES,  FUEL  CONSUMPTION.  NUMBER 
OF  PASSENGERS.  AND  OPERATING  COSTS  TO  ENCOURAGE  DOMESTIC  AND 
INTERNATIONAL  AJR  SERVICE  TO  LAS  VEGAS. 
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O  NEGOTIATE  E)aENDED  DAY  STAY  PACKAGES  FOR  FOREIGN  VISrTORS  TO 

INCLUDE  MORE  GAMING,  AND  THE  OPTION  FOR  DIVERSIFIED  RECREATION 
ACTIVITIES.  AND 

O  CREATE  A  CURRENT.  COMPLETE,  AND  ACCESSIBLE  ELECTRONIC  LIBRARY 

EDUCATING  AND  PROMOTING  NEVADA'S  ENTIRE  BUSINESS  CUMATE 

OUR  FIRST  MAJOR  PROJECT  WAS  TO  CONDUCT.  IN  LATE  1993.  A  PRELIMINARY 
CANVAS  OF  ORNIONS  OF  A  GROUP  OF  KEY  LEADERS  SELECTED  BY  THE  COUNCIL  FROM 
THE  TOURISM,  BUSINESS.  INFRASTRUCTURE  AND  FINANCE  ENTmES.  WE  FOUND  THE 
RESULTS  VERY  INTERESTING  AND  WE  INTEND  TO  CONTINUE  THE  RESEARCH  WITHIN  THE 
ENTIRE  ECONOMIC  COMMUNITY. 

THE  EARLY  RESPONSES  TENDED  GENERALLY  TO  ENCOURAGE  OUR  CONTINUATION. 
MAINLY  OF  THE  RESEARCH.  WITH  SERIOUS  MOVEMENT  TOWARD  SPECIFIC  ACTION  PLANS. 

THERE  WAS  NEARLY  UNANIMOUS  AGREEMENT  THAT,  VERY  OFTEN.  SIGNIRCANT 
DIFFERENCES  EXIST  AMONG  THE  INTERESTS  OF  TOURISM.  BUSINESS.  AND  SUPPORTING 
ORGANIZATIONS.  BUT  THERE  WAS  EQUALLY  ENTHUSIASTIC  SUPPORT  FOR  ANY  EFFORT 
THAT  WOULD  BRING  THE  GROUPS  CLOSER  TOGETHER,  GET  EVERYONE  TALKING,  AND 
MOST  IMPORTANRY,  DO  SOMETHING  SIGNIFICANT  AND  PRACTICAL  FOR  THE  GOOD  OF 
THE  OVERALL  ECONOMY  AND  OUALfTY  OF  UFE. 

WE  AT  MCCARRAN  WERE  ENCOURAGED  BY  ONE  PARTICULAR  FINDING  THAT  THE 
AIRPORT  PLAYS  A  KEY  ROLE  IN  SOLTTHERN  NEVADA'S  ECONOMY.  MORE  THAN  ANY  OTHER 
ENTITY.  MCCARRAN  AIRPORT  TOUCHES  ALL  SEGMENTS  OF  THE  ECONOMY.  WE  ARE  THE 
FIRST  AND  LAST  STOP  FOR  MANY  TOURISTS.  BUSINESS  TRAVELERS.  AND  CARGO. 

WE  SINCERELY  BEUEVE  THAT  THIS  PREUMINARY  SURVEY  AFFIRMED,  WHAT  WE  ARE 
TRYING  TO  DO  WTTH  THIS  COUNCIL  HAS  THE  POTENTIAL  FOR  POSITIVE  STRIDES  FORWARD 
FOR  OUR  DIVERSIFYING  ECONOMY. 


224 


AT  THIS  POINT  THE  COUNCIL'S  MISSION  IS  CLEAR.  IT  IS  TO  CONTINUE  THE 
RESEARCH  EFFORT  IN  ORDGR  TO  KEEP  CLOSE  TO  THE  OPINIONS  AND  NEEDS  OF 
SOUTHERN  NEVADA'S  KEY  DECISION-MAKERS.  AND  TO  DEVELOP  ACTION  PLANS  FOR 
SPECIRC,  SUBSTANTIVE.  MEANINGFUL  PROJECTS  THAT  WILL  INVOLVE  AND  BENEFIT  AU. 
ENTTHES  CONCERNED. 

YOU  WILL  HEAR  TESTIMONY  TODAY  FROM  TWO  MEMBERS  OF  THE  COUNCIL,  TOM 
TAIT  OF  THE  NEVADA  COMMISSION  ON  TOURISM,  AND  DENNIS  STBN  OF  THE  KlEVADA 
DEVELOPMENT  AUTHORITY,  WHO  WILL  EXPAND  ON  THEIR  ROLES  IN  THE  TOURISM  AND 
BUSINESS  ECONOMY  AND  ON  THE  COUNCIL. 

WE  ARE  VERY  APPRECIATIVE  OF  THE  SUPPORT  OF  ALL  THE  COUNCIL  MEMBERS. 
AS  THE  EFFORT  GROWS.  WE  INTEND  TO  INCLUDE  MANY  OTHER  IhfTERESTED  ENTTnES 
FROM  CITIES  AND  OTHER  ORGANIZATIONS  AROUND  THE  VALLEY. 

WE  WILL  CONTINUE  TO  BUILD  ON  AND  NURTURE  THE  VISION  OF  THOSE  THAT  DRIVE 
OUR  ECONOhAY  --  THE  LEADERS  IN  THE  RESORT  GAMING,  AND  HOTEL  INDUSTRIES;  THE 
LEADERS  IN  THE  BUSINESS.  FINANCIAL  AND  INFRASTRUCTURE  SUPPORT  SYSTEM;  AND 
OUR  GOVERNMENT  LEADERS  WHO  PROVIDE  BOTH  THE  VISION  AND  THE  FAVORABLE 
ENVIRONMENT  THAT  HAS  GIVEN  US  A  WORLD  CLASS  COMMUNITY,  A  WORLD  CLASS 
AIRPORT.  AND  A  WORLD  CLASS  DESTINATION. 

NOW,  AS  YOU  CAN  READILY  SEE  BY  LOOKING  AROUND  OUR  TOWN,  THE  VISION  OF 
TODAY  ISNT  SO  BAD.  WE'RE  BOOMING.  BUT  WE  NEED  TO  LOOK  DOWN  THE  ROAD  TO 
ENSURE  WE  REMAIN  STRONG  IN  THE  FUTURE  TOURISM  AND  BUSINESS  INTERESTS  ARE 
ALL  PART  OF  THE  ECONOMY.  AS  ECONOMISTS  WILL  TELL  YOU,  COMBINING  RESOURCES 
AROUND  COMMON  OBJECTIVES  ACHIEVES  SIGNIFICANT  ECONOMIES  OF  SCALE 

THANK  YOU.  MR  CHAIRMAN  FOR  RECOGNIZING  THE  IMPORTANCE  OFTOURISM  AND 
BUSINESS  IN  NEVADA'S  ECONOMY.  FOR  HOLDING  THIS  HEARING.  AND  FOR  SHOWING 
YOUR  SUPPORT  FOR  OUR  EFFORTS. 

THANK  YOU.   I'D  BE  GLAD  TO  ANSWER  ANY  QUESTIONS. 
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